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Foreword 


Housing,  People,  and  Cities  is  the  culmination  of  a  five-year 
investigation  of  impediments  to  the  improvement  of  housing  and 
the  urban  environment.  The  study,  made  possible  by  support 
from  the  Ford  Foundation,  has  resulted  in  this  Series  in  Housing 
and  Community  Development. 

The  eight  books  in  the  Series,  of  which  this  is  the  last,  and 
many  articles  and  other  publications  stemming  from  them,  are 
part  of  a  two-pronged  effort  of  ACTION,  the  national  council 
for  good  cities,  to  help  achieve  a  superior  level  of  living  in 
urban  areas.  The  eight  volumes  analyze  many  facts  about  the 
present  condition  of  communities  and  their  housing  in  the  United 
States  and  propose  ways  to  overcome  the  problems  and  achieve 
the  potentialities  that  the  facts  reveal.  The  other  part  of  AC- 
TION's  effort  consists  of  activities  which  encourage  and  help 
communities  and  their  citizens  to  meet  requirements  of  housing, 
transportation,  and  community  services  in  a  time  of  rapid  urban 
growth.  Thus  research  and  action  are  used  to  reinforce  each 
other. 

The  Series  was  designed  to  deal  with  important  issues  in 
housing  and  community  development.  During  the  past  five  years 
its  analyses  have  stimulated  many  changes  in  policy  and  practice. 
Rehabilitation  as  a  profitable  industry  was  presaged  by  Residen- 
tial Rehabilitation:  Private  Profits  and  Public  Purposes.  The  recent 
rise  in  rental  housing  construction  was  anticipated  by  Rental 
Housing:  Opportunities  for  Private  Investment,  which  pointed 
out  market  potentialities  in  the  field.  Virtually  everything  that 
has  been  written  about  rental  housing  since  its  publication  has 
quoted  from  or  drawn  upon  this  book.  Government  and  Housing 
in  Metropolitan  Areas  has  contributed  to  the  wide  recognition 
that  metropolitan  consolidation  would  not  provide  an  easy  solution 
to  many  of  the  problems  of  urban  America.  The  arithmetic  of 


Vll 


V1U      FOREWORD 

Capital  Requirements  for  Urban  Development  and  Renewal  has 
become  a  basis  for  local  and  national  policy  debates  on  a  feasible 
scale  of  investment  in  public  renewal  programs.  Housing  Choices 
and  Housing  Constraints  has  alerted  public  officials  and  builders 
to  the  possibilities  and  limitations  of  the  return  of  families  to 
central-city  residence  and  to  the  kinds  of  housing  units  which 
will  be  attractive.  The  publication  of  Federal  Credit  and  Private 
Housing:  The  Mass  Financing  Dilemma  has  prodded  officials, 
investors,  producers,  and  others  to  review  the  conflicting  aims 
and  impact  of  government  programs  in  housing.  Nor  has  the 
influence  of  the  Series  been  confined  to  the  United  States.  Design 
and  the  Production  of  Houses  has  been  cited  in  several  countries 
in  the  search  for  technological  and  managerial  advance  in  resi- 
dential building  and  planning. 

Each  of  these  studies  contains  factual  analyses  and  the  inter- 
pretations and  ideas  of  its  authors.  Each,  however,  contains  more. 
In  each  case  an  ad  hoc  committee  of  thoughtful  and  knowledge- 
able businessmen  and  specialists  reviewed  the  research  materials 
and  made  suggestions  for  policy  and  action. 

The  interplay  between  the  authors  of  the  studies  and  the  ad 
hoc  committees  on  the  investor,  the  producer,  the  consumer,  the 
government,  and  the  community  was  most  fruitful.  Not  only  did 
the  authors  benefit  from  the  suggestions  and  advice  of  the  com- 
mittees, but  the  insights,  information,  and  recommendations  of 
the  authors  were  widely  circulated  and  discussed  and  sometimes 
incorporated  into  policy,  even  before  publication. 

I  deliberately  sought  this  combination  of  research  and  policy 
activities  in  the  Series  and  found  it  helpful  as  well  for  this  final 
volume.  My  colleagues  and  I  have  been  able  to  draw  upon  the 
previous  studies  in  our  presentation  of  an  over-all  view  of  housing 
and  community  development,  and  we  have  had  the  benefit  of 
the  cumulative  give  and  take  of  the  ad  hoc  committee  meetings. 
Moreover,  we  have  had  the  good  fortune  to  see  many  suggestions 
from  our  work  adopted  by  government  and  private  enterprise. 

Throughout  this  book,  my  colleagues  and  I  have  tried  to  search 
for  ways  to  improve  the  housing  market  and  community  develop- 
ment within  the  framework  of  a  mixed  economy  with  its  mingling 
of  private  and  public  decisions.  We  believe  that  the  agents  who 
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determine  the  effectiveness  of  housing  and  community  services — 
the  investor,  the  producer,  the  consumer,  the  government,  and 
the  community — must  understand  their  own  conflicting  demands 
and  requirements  as  a  basis  for  contributing  to  a  better  market 
system.  The  very  nature  of  housing  and  community  develop- 
ment makes  it  almost  inevitable  that  both  the  products  and  the 
mechanism  of  the  market  should  come  under  criticism.  Unlike 
most  other  goods,  housing  is  also  a  social  commodity.  As  such,  it 
is  overlaid  with  attributes  that  blur  the  lines  between  supply  and 
demand,  need  and  preference. 

In  sponsoring  the  Series,  the  ACTION  Board  of  Directors 
hoped  to  encourage  the  widening  of  the  choices  available  to 
the  American  people  for  improved  urban  living  through  a  larger 
supply  of  housing,  of  better  quality  and  at  lower  cost.  At  the 
least,  this  means  the  realization  of  the  following  objectives: 

1.  The  elimination  of  slums  that  cannot  be  economically  re- 
habilitated 

2.  The  improvement  of  properties  that  can  be  economically 
rehabilitated 

3.  The  preservation  of  currently  sound  housing  and  neighbor- 
hoods by  slowing  down  their  rates  of  obsolescence 

4.  The  provision  of  new  housing  on  both  cleared  and  vacant 
land  in  sufficient  quantity  and  of  satisfactory  quality  to  meet 
requirements  of  the  large  urban  growth  expected  in  the  years 
ahead 

5.  The  accomplishment  of  the  above  objectives  with  a  high 
level  of  community  services  and  in  such  a  manner  that  all  income, 
racial,  and  other  groups  in  the  population  will  be  served 

6.  The  effective  distribution  and  planning  of  urban  functions 
in  order  to  correct  the  costly  imbalances  which  now  exist  among 
them  both  within  the  central  city  and  between  it  and  its  sur- 
rounding metropolitan  area 

The  expert  and  the  student  in  the  United  States  and  abroad 
should  find  this  study  a  useful  addition  to  the  literature  on  housing 
and  community  development,  but  it  is  also  a  purpose  of  this  book, 
and  the  Series  as  a  whole,  to  inform  and  stimulate  the  growing 
body  of  influential  businessmen,  professionals,  and  citizen  leaders 
whose  opinions  on  many  facets  of  urban  life  are  having  a  pro- 
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found  effect  upon  policy  and  action  for  housing  and  community 
development. 

Despite  its  close  ties  to  the  other  seven  books  in  the  Series  and 
to  the  sponsorship  by  ACTION,  this  book  is  a  product  of  its 
authors,  the  selection  and  interpretation  of  findings  being  our 
own.  My  close  involvement  with  ACTION — I  have  been  at 
various  times  research  director,  executive  director,  vice  president, 
board  and  executive  committee  member — in  no  way  makes 
ACTION'S  Board  of  Directors  responsible  for  the  conclusions 
Barbara  Terrett,  William  Wheaton,  and  I  have  reached.  To  say 
that  our  findings  and  views  do  not  necessarily  reflect  the  attitude 
of  ACTION  or  of  its  Board  of  Directors  is  also  to  underline  the 
Board's  intention  that  the  Series  should  provide  fresh  points  of 
view  on  some  of  the  most  complex  and  controversial  problems 
of  housing  and  urban  development  in  America. 

Because  of  my  long  association  with  ACTION,  this  book  owes 
a  special  debt  to  the  attention  and  criticism  of  Fred  Kramer, 
president  of  ACTION  and  former  chairman  of  its  research  com- 
mittee; Andrew  Heiskell,  first  chairman  of  ACTION'S  Board  of 
Directors;  Joseph  W.  Lund,  chairman,  ad  hoc  Committee  on 
the  Investor;  Roy  W.  Johnson,  chairman,  ad  hoc  Commit- 
tee on  the  Producer;  Ben  Fischer,  chairman,  ad  hoc  Com- 
mittee on  the  Consumer;  Philip  L.  Graham,  chairman,  ad  hoc 
Committee  on  the  Government;  and  Guy  T.  O.  Hollyday,  chair- 
man, ad  hoc  Committee  on  the  Community.  The  members  of 
these  ad  hoc  committees  served  with  patience  and  wisdom;  they 
are  named  in  volumes  on  which  they  gave  specific  advice. 
Clifford  J.  Backstrand,  Thomas  P.  Coogan,  Joseph  A.  Grazier, 
Philip  M.  Klutznick,  Robert  B.  Mitchell,  James  C.  Rouse,  Robert 
C.  Weaver,  James  E.  Lash,  ACTION'S  executive  vice  president, 
and  the  other  members  of  the  research  committee  of  ACTION'S 
Board  of  Directors  were  superb  critics  and  stimulators.  Henry  T. 
Heald  and  the  late  Emanuel  M.  Spiegel  were  on  the  research 
committee  at  the  time  this  Series  was  begun,  and  aided  in  initial 
formulations. 

This  book  owes  most  to  the  research  and  writing  of  the  other 
authors  in  the  Series.  The  authors  of  this  book  drew  heavily  on 
their  findings.  Two  of  the  authors  in  the  Series,  Edward  C. 
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Banfield  and  Louis  Winnick,  helped  in  the  revision  of  three 
chapters,  and  my  coauthors  and  I  thank  them.  Through  Louis 
Winnick  we  also  had  access  to  the  pioneer  work  in  which  he 
collaborated  with  Leo  Grebler  and  on  which  we  drew  for  early 
chapters. 

Documentation  of  the  references  appears  in  the  section  of  the 
book  on  sources.  Because  the  Housing  Act  of  1961  was  adopted 
while  this  book  was  already  in  press,  we  have  added  a  legislative 
note,  briefly  describing  the  main  provisions  of  the  Act  which  are 
relevant  to  the  discussion  in  this  book. 

Among  many  other  persons  whose  knowledge  and  experience 
I  called  on  frequently  for  the  Series  were  Neil  J.  Hardy,  now 
Commissioner  of  the  Federal  Housing  Administration,  and  Arthur 
S.  Goldman  of  House  and  Home  magazine.  Helen  Kistin  assisted 
in  the  early  research  for  three  chapters  of  this  book.  Professor 
William  Alonso  prepared  initial  drafts  of  the  charts.  Leonard  Silk 
helped  greatly  by  editorial  suggestions  and  substantive  questions. 
Barbara  Terrett  shared  with  me  the  responsibility  for  directing 
and  editing  the  Series.  In  addition  to  his  collaboration  on  this  book, 
Professor  William  L.  C.  Wheaton  advised  on  other  books  in  the 
Series. 

Martin  Meyerson 
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THE  SETTING 


Chapter  1 

HOUSING  AND  COMMUNITY 
DEVELOPMENT 


The  people  of  the  United  States  have  more  housing  space  per 
person  and  better  equipped  housing  than  do  the  people  of  other 
countries.  But  imbalances  in  the  market  combine  with  contra- 
dictory public  goals  for  urban  development  to  make  the  housing 
of  many  people  a  less  satisfying  product  than  it  can  be.  This  book 
explores  principal  problems  and  potentialities  of  housing  as  they 
affect  people  and  cities. 

Cities  continue  to  stir  excitement  and  ambition  and  to  exert 
their  magnetism.  Metropolitan  areas  are  growing  in  numbers 
and  in  size;  more  and  more  people  are  finding  that  the  kinds 
of  work  they  can  get,  and  the  kinds  of  lives  they  can  lead,  in  or 
close  to  the  cities,  are  far  more  attractive  to  them  than  life  in 
the  small  towns  and  on  the  farms. 

The  metropolis  is  an  elaborate  mix  of  people,  uses  of  land, 
levels  of  income,  economic  activities,  social  values,  private  and 
public  decisions.  The  new  and  the  old,  the  rich  and  the  poor, 
the  homogeneous  and  the  heterogeneous  meet  and  coexist 
here  with  skills,  activities,  and  values  that  are  specialized  and 
general,  complementary  and  competitive.  Communities  grow 
and  change;  people  and  establishments  shift  their  locations  and 
others  fill  their  vacated  places;  some  activities  come  into  being 
and  others  are  abandoned.  During  all  the  changes  and  shifts,  the 
burgeonings  and  shrinkings,  people  in  cities  are  fed,  housed, 
educated,  employed,  transported,  clothed,  amused,  and  pro- 
tected from  crime  and  fire,  sometimes  well,  other  times  less  well. 
Crises  in  production,  employment,  or  social  organization  may 
jolt  the  intricate  interplay  of  business,  industry,  recreation,  cul- 
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ture,  services,  education,  and  residence,  causing  readjustments 
of  the  moving  equilibrium  that  is  the  community. 

The  metropolis  may  be  thought  of  as  a  stage  on  which  many 
dramas  are  being  played  simultaneously:  the  drama  of  families, 
of  business  competitors,  of  political  rivals,  of  artistic  and  liter- 
ary movements,  of  conflicts  between  criminals  and  the  protectors 
of  the  community.  These  and  many  more  go  on  together, 
each  cast  of  characters  extemporizing  its  lines,  the  players  all 
trying  to  occupy  the  center  of  the  stage  to  make  their  roles 
the  leading  ones,  while  the  stage  sets  and  properties  of  each  get  in 
the  way  of  the  others.  To  the  observer,  the  spectacle  is  a  wild 
confusion;  but  if  the  stage  is  watched  long  enough,  elements  of 
order  appear.  One  drama  becomes  distinguishable  from  another 
and  thus  each  becomes  to  some  degree  intelligible. 

Housing  and  community  development  are  two  such  dramas 
played  largely  in  the  metropolitan  setting.  They  influence  each 
other,  conflict  with  each  other,  adjust  themselves  to  each  other, 
limit  and  constrain  each  other,  and,  in  the  end,  bespeak  each 
other. 

Everyone  has  a  stake  in  housing:  some  only  as  consumers  and 
taxpayers;  others  as  builders,  building  laborers,  mortgage  lend- 
ers, landlords,  building  materials  and  equipment  suppliers,  build- 
ing code  and  zoning  officials,  Federal  appraisers,  housing  inspec- 
tors, public  officials  responsible  for  schools,  highways,  public 
works,  fire  and  police,  and,  finally,  as  businessmen — merchants 
and  industrialists.  Sometimes  their  interests  converge  and  some- 
times they  diverge. 

Housing  is  intimately  related  to  every  community  problem. 
Because  it  is  the  major  source  of  revenue  for  local  governments, 
housing  is  also  the  major  reason  for  expenditures  by  them.  It  is 
the  pivot  on  which  turn  the  location  and  character  of  com- 
munity facilities  and  services  (streets  and  street  lighting,  sewers 
and  water  lines,  schools  and  libraries,  parks  and  recreational 
places,  police  and  fire  protection),  all  of  them  expensive  to  in- 
stall, expensive  to  maintain,  and  expensive  to  change.  When  the 
character  of  the  supply  and  demand  for  housing  forces  shifts  in 
land  use,  the  community  must  adjust  this  complex  of  services 
and  facilities  to  different  levels  of  use.  A  huge  wave  of  families 
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pouring  into  tract  houses  in  the  suburbs,  for  example,  may 
empty  school  rooms  in  the  central  city,  while  the  raw,  new  sub- 
urbs often  fail  to  provide  a  single-shift  school.  Transit  lines  may 
flounder  for  lack  of  customers.  Normal  tax  sources  may  suddenly 
dwindle. 

Changes  in  density  patterns  are  a  familiar  accompaniment  of 
social  changes.  Obviously  it  makes  a  great  deal  of  difference 
whether  people  cluster  together  in  town  houses,  row  houses, 
walk-up  apartments,  or  elevator  buildings,  or  spread  out  in  single- 
family  and  perhaps  single-storied  dwellings.  Density  patterns  di- 
rectly affect  the  circulation  system  of  the  community  and  the 
cost  and  character  of  its  facilities.  Now  that  motorcars  and  shorter 
work  days  have  freed  them  from  the  necessity  of  living  close  to 
their  work  or  close  to  mass  transportation  lines,  many  Americans 
are  choosing  to  live  in  the  less  crowded  suburbs.  Many  other 
Americans,  usually  low-income  Negroes  and  Puerto  Ricans  with 
a  narrow  latitude  for  choice,  are  converting  the  older  residential 
areas  to  more  intensive  use.  Where  this  has  happened,  the  cities 
have  been  caught  in  a  squeeze:  at  the  very  time  that  assessed  values 
and  tax  revenues  have  fallen,  the  increased  density  of  population 
has  added  to  the  costs  for  schools  and  other  community  facilities. 

When  old  areas  are  rebuilt  and  renewed,  there  is  always 
a  financial  and  social  problem.  It  is  expensive  to  buy  land  and 
buildings,  and  then  tear  down  the  buildings  in  order  to  make  the 
land  usable  again.  This  means  that  land  costs  will  be  high,  and 
accordingly  there  will  be  pressure  to  rebuild  at  higher  densities 
whether  or  not  doing  so  will  provide  housing  most  suitable  to 
family  living. 

The  housing  market  is  subject  to  limitations  of  many  kinds 
which  hedge  the  builder,  the  community,  and  the  consumer. 
The  consumer  cannot  buy  housing  apart  from  a  package  of  re- 
lated goods  and  services:  with  the  house  go  schools,  churches, 
shops,  visual  environment,  places  to  play,  neighbors,  status  at- 
tributes, a  municipal  administration,  a  journey  to  work  (per- 
haps with  it  a  commitment  to  a  particular  form  of  transporta- 
tion), and  even  an  orientation  toward  cultural,  social,  and  com- 
mercial activities — in  short,  a  way  of  life. 

The  consumer  may  wish  to  spend  a  relatively  large  share  of 
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his  income  for  some  items  in  this  package  and  a  relatively  small 
share  for  others.  He  must  buy  the  package  as  a  whole,  however, 
and  as  a  rule  all  items  in  it  are  correlated  to  one  general  stand- 
ard of  taste.  If  he  desires  both  a  new  single-family  house  and  a 
central-city  location,  for  example,  he  will  undoubtedly  have  to 
relinquish  one  or  the  other  want,  unless  he  is  very  rich. 

The  consumer  finds  that  the  community  and  its  local  govern- 
ment circumscribe  his  housing  choices  in  other  ways.  Commun- 
ity tax  rates,  assessment  practices  and  zoning  controls,  building 
codes,  housing  codes,  and  their  enforcement,  all  figure  into  the 
tally  of  local  housing  costs  and  kinds.  Houses  almost  identical  in 
size  and  quality  may  vary  as  much  as  $1,500  in  cost  between  ad- 
jacent localities  because  one  jurisdiction  has  a  more  rigid  set  of 
building  and  related  codes  than  the  other.  Low-income  families, 
especially  Negroes,  are  often  confined  to  central-city  locations 
because  suburban  municipalities  have  adopted  building  regu- 
lations and  zoning  ordinances  requiring  high-cost  houses. 

If  the  city  constrains  the  consumer  in  certain  ways,  so  does 
the  consumer  constrain  the  city.  The  condition  of  the  city 
largely  depends  upon  how  much  of  his  income  the  consumer 
(viewed  now  in  the  aggregate)  is  willing  to  spend  for  the  goods 
and  services  the  community  provides  and  for  the  housing  which 
looms  so  large  in  its  fabric.  If  consumers  do  not  choose  to  spend 
enough  for  initial  residential  construction  and  subsequent  main- 
tenance and  rehabilitation,  neighborhoods  will  rapidly  deterio- 
rate to  slums.  Moreover,  the  community  depends  in  the  long  run 
upon  the  consumer's  tastes.  Many  houses  that  today  are  entirely 
acceptable  by  the  prevailing  standards  will  shortly  become 
slums  for  no  other  reason  than  shifts  in  taste.  In  a  country  like 
ours,  where  people  are  moving  up  the  economic  and  social  lad- 
ders at  a  lively  rate,  cultural  obsolescence  may  be  as  important 
as  physical  obsolescence:  structures  cease  to  be  fashionable,  or 
even  acceptable,  long  before  they  actually  wear  out. 

The  movement  of  our  fathers  and  grandfathers  from  the 
country  to  the  city  constituted  a  great  revolution  in  American 
living.  But,  even  as  this  movement  continues,  the  parallel 
movement  to  the  outskirts  of  the  metropolitan  areas  now  con- 
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stitutes  a  greater  trend.  Today's  transition  is  from  corner 
groceries  to  suburban  supermarkets,  from  central  department 
stores  to  their  outlying  branches,  from  acquaintance  with  di- 
versified populations  to  associations  that  are  mostly  with  persons 
from  one's  own  income  level.  All  of  this  is  unprecedented,  and  in 
making  these  transitions  Americans  are  creating  new  customs, 
laws,  patterns  of  economic  behavior,  and  new  social  outlooks. 

We  cannot  readily  predict  future  patterns  of  housing  and  com- 
munity development.  We  know  that  many  forces  are  involved. 
But  which  are  the  fundamental  ones?  Even  if  we  know  what 
questions  are  most  relevant  (which  is  by  no  means  certain),  we 
cannot  know  the  precise  answers.  Where  will  industries  locate? 
Where  will  people  settle?  What  will  be  the  birth  rate?  Will  the 
population  be  more  or  less  mobile?  What  will  be  the  average 
family  income?  How  much  of  their  incomes  will  families  spend 
for  housing?  How  much  leisure  will  people  have,  and  how  will 
they  use  it?  Will  privacy  be  more  or  less  important  than  it  is 
now?  Will  people  have  decided  tastes  for  or  against  one  or  an- 
other form  of  transportation,  or  for  or  against  transportation  in 
general?  Will  antagonisms  of  class  and  race  be  greater  or  less? 
And  will  middle-class  ways  be  diffused  more  or  less  quickly 
than  at  present?  How  much  of  the  national  income  will  be  spent 
for  public,  as  against  private,  activities?  How  much  investment 
will  be  encouraged  in  urban  areas  by  government?  By  business? 
How  much  will  the  consumer  be  willing  to  pay  in  taxes  for 
community  facilities  and  services? 

Such  questions  overlap,  of  course.  Where  people  settle  will 
be  determined  in  part  by  where  industry  settles.  Industrial  loca- 
tion will  be  determined  in  part  by  where  people  live.  And  both 
in  turn  will  be  determined  by  national  income,  by  the  activities 
of  government,  and  by  many  other  factors.  Whether  the  prin- 
cipal metropolitan  areas  will  be  more  or  less  crowded  than  at 
present  will  depend  upon  the  kinds  of  jobs  and  other  opportu- 
nities and  satisfactions  that  may  be  available  in  smaller  places 
and  upon  the  kind  of  transportation,  communication,  and  dis- 
tribution facilities  that  connect  the  small  places  with  the  large. 

Industry,  it  seems  likely,  will  in  the  future  be  less  closely  tied 
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to  sources  of  power.  Automatic  factories  and  automatic  ware- 
houses will  make  it  less  dependent  also  upon  concentrations  of 
labor.  Decentralization  is  more  technologically  feasible  than 
ever  before.  But  decentralization,  of  course,  even  if  possible, 
need  not  occur.  If  it  takes  place,  it  will  not  be  perfectly  even: 
some  regions  will  always  have  more  industry  than  others.  Per- 
haps the  location  of  raw  materials  will  be  decisive.  Now  that  we 
depend  more  upon  foreign  sources  for  raw  materials,  greater 
concentrations  of  industry  may  occur  along  the  coasts.  Perhaps 
population  shifts  will  be  decisive.  If  more  people  choose  to  live 
in  areas  of  equable  climate  or  easy  access  to  recreation,  industry 
and  commerce  may  follow  to  be  close  to  consumer  markets  or 
even  to  managerial  talents. 

One  thing,  however,  is  predictable.  Patterns  of  community 
growth  and  development  will  be  different  in  the  future.  The  re- 
sult will  have  deep  significance  for  every  aspect  of  community 
life,  and  certainly  for  the  way  America  will  be  housed. 

Housing  Markets — Perfect  and  Imperfect 

The  perfect  competitive  market  system  is  a  model  for  the  dis- 
tribution of  society's  goods.  In  its  ideal  operations,  the  choices 
and  decisions  of  consumers  interact  with  those  of  producers  and 
investors  to  reach  an  ultimate  satisfaction  of  most,  if  not  all,  of 
the  aims  of  those  who  meet  and  bargain  in  the  market  place. 
In  theory,  each  competitor  in  the  market  has  perfect  (or  near 
perfect)  knowledge  of  opportunities  and  the  actions  of  others, 
and  acts  in  his  own  self-interest.  In  a  sensitive,  reciprocal  rela- 
tionship, the  investor,  the  producer,  and  the  informed  consumer 
are  responsive  to  each  other's  actions,  and  the  whole  system  of 
supply  and  demand  is  ordered  by  self-adjusting  individual  de- 
cisions— as  though  guided  by  an  invisible  hand — without  the 
necessity  for  any  central  direction. 

But  a  perfect  market  system  does  not  exist;  the  best  inevitably 
has  some  shortcomings.  The  satisfaction  of  one  consumer  usu- 
ally depends  on  the  behavior  of  other  consumers.  By  letting  each 
consumer  judge  his  own  welfare,  the  welfare  of  some  other  con- 
sumers may  be  impaired.  For  example,  one  consumer  may  choose 
to  run  a  business  in  a  residential  district  and  in  so  doing  will  de- 
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tract  by  noise  and  smell  and  traffic  or  other  annoyances  from  the 
satisfactions  of  his  neighbors. 

Today's  market  for  housing  and  for  other  commodities  is  in- 
terlarded with  governmental  sanctions  and  incentives.  Adam 
Smith  presupposed  little  governmental  intervention  in  his  ideal 
market,  although  the  market  had  never  been  free  of  it.  So  far  as 
housing  is  concerned,  the  reality  of  the  market  is  a  poor  approxi- 
mation of  the  logical  construct.  There  are  many  special  circum- 
stances which  prevent  the  market  from  working  competitively 
with  respect  to  housing. 

For  one  thing,  housing  has  characteristics  which  prevent  it 
from  moving  easily  in  trade.  It  is  rooted  to  the  ground.  It  is 
durable,  expensive,  and  complex.  And  it  is  only  semi-in- 
dustrialized, and  it  is  poorly  mechanized.  The  successes  of 
many  industries  in  lowering  costs  by  technological  and  organiza- 
tional improvements  have  not  been  equaled  by  the  housing  in- 
dustry. The  technology  of  housing  is  still  primitive.  So  is  its  or- 
ganization. Nor  is  there  effective  communication  between  the 
producer  and  the  consumer  of  housing.  Housing  also  has  social 
significance  of  a  special  kind.  In  our  values  as  well  as  in  our  ver- 
nacular, the  house  is  the  home.  The  well-being  of  the  society 
is  not  at  stake  with  respect  to  cigarettes  or  even  automobiles,  but 
it  is  at  stake — perhaps  crucially — with  respect  to  the  amount 
and  character  of  the  housing  supply.  If  millions  of  people  live 
in  unsuitable  housing,  or  if  millions  are  prevented  by  race  from 
living  where  they  choose,  the  quality  of  our  national  life  will  be 
affected. 

Another  special  characteristic  of  housing  as  a  commodity  is 
that  it  is  not  used  up  and  discarded.  Instead,  as  it  becomes  less  de- 
sirable through  aging,  deterioration,  or  change  in  the  neighbor- 
hood, it  is  passed  on  to  a  lower-income  user.  Because  it  is  handed 
down  in  this  way  and  over  many  years,  there  is  not  as  big  a  regu- 
lar demand  for  new  construction  as  there  would  be  if  housing 
were  taken  off  the  market  altogether.  Nor  are  consumers  incited 
by  the  production  each  year  of  a  vast  number  of  "new  models" 
to  replace  their  old  houses  with  new  ones  as  they  are  stimulated 
to  replace  their  old  automobiles. 

If  this  "filtering  down"  process  worked  gradually  and  smoothly 
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in  housing,  accompanied  by  faster  cultural  obsolescence  of 
structures,  there  would  be  constant  demand  for  new  houses 
at  the  top  of  the  demand  pyramid.  But  it  does  not  work  this 
way.  The  appeal  of  some  dwellings  does  not  decrease  with  age, 
and  the  prices  of  aging  houses  do  not  always  decline.  Having 
large  investments  in  their  houses  and  anticipating  continuous 
price  increases,  many  owners  will  not  accept  losses  of  even  nor- 
mal depreciation.  Car  owners  do  not  expect  to  get  anything  like 
the  original  price  of  their  cars  after  they  have  driven  them  for  a 
year.  Homeowners,  however,  expect  to  sell  their  houses  for 
more  than  they  paid  for  them,  even  though  they  may  have  lived 
in  them  for  many  years.  Furthermore,  families  develop  neigh- 
borhood ties,  to  friends,  churches,  schools,  which  they  are  re- 
luctant or  unwilling  to  disrupt  by  moving  to  a  new  home. 

Even  if  the  filtering  down  process  did  function  without  im- 
pediments, it  could  not  work  adequately  if  new  construction 
were  confined  to  high-income  families  for  the  simple  reason 
that  the  income  pyramid  is  so  narrow  at  the  top  compared  with 
its  middle  and  base.  Filtering  down  could  be  made  to  work  only 
if  the  market  for  new  construction  were  extended  to  many 
groups  now  unable  to  enter  that  market  by  virtue  of  income  or 
race,  and  if  a  reasonable  number  of  exhausted  units  were  entirely 
removed  from  the  supply. 

Thus  demand  and  supply  do  not  readily  come  together  in  the 
classic  sense  of  reaching  a  compromise  of  mutual  satisfactions. 
Even  in  the  best  years  of  housing  construction,  only  3  per  cent 
of  the  housing  stock  is  newly  built.  The  result  is  that  much  of 
the  old  and  exhausted  stock  continues  to  be  used  and  often 
doubly  used  through  overcrowding. 

Since  World  War  II,  however,  our  accomplishments  in  hous- 
ing have  been  considerable.  If  a  substantial  minority  is  dissatis- 
fied enough  so  that  government  intervention  in  housing  is  still  a 
constant  political  issue  here  as  in  most  of  the  world,  a  majority  of 
our  people  are  probably  fairly  well  content  with  their  housing. 

Some  of  the  defects  in  the  housing  market  cannot  be  changed. 
Houses  today  are  complicated  structures  tied  to  particular  plots 
of  land  in  particular  localities.  Thus  there  can  readily  be 
scarcities  in  some  localities  when  there  are  surpluses  in  others. 
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Housing  remains  relatively  expensive.  No  other  single  consumer 
good  is  as  costly.  The  purchase  of  a  house  is  normally  the  biggest 
expenditure  in  the  lifetime  of  a  household,  and  the  monthly 
cost  of  a  house  is  for  most  middle-  and  low-income  families  the 
biggest  item  in  the  budget  after  food.  This  is  not  likely  to 
change. 

Few  families  can  buy  a  house  with  cash.  Few  builders  have 
the  working  capital  they  need.  The  housing  industry  and  the 
consumer  are  therefore  both  peculiarly  dependent  upon  credit, 
and  the  cost  of  financing  is  an  important  part  of  the  price  of  a 
house.  As  for  the  rental  market,  relatively  few  investors  are  will- 
ing to  put  their  money  into  a  housing  investment  that  is  so 
slowly  amortized,  and  so  subject  to  the  vagaries  and  uncertain- 
ties of  taxation,  maintenance,  operation,  and  the  business  cycle. 

The  prospect  for  technological  improvement  in  housing  is 
better  than  that  for  removing  the  market  complexities  of  a 
bulky,  durable,  immobile,  and  expensive  commodity.  Housing 
has  not,  on  the  whole,  shared  in  the  general  technological  ad- 
vance; it  has  been  organized  on  too  small  a  scale  to  secure  econo- 
mies of  purchasing,  off-site  assembly,  mechanized  site  prepara- 
tion, research  in  design  and  materials,  and  market  analysis  and 
merchandising.  Thirty  years  ago  the  typical  builder  built  only 
one  house  a  year.  Today  about  half  the  houses  are  built  by  or- 
ganizations that  build  more  than  fifty  houses  a  year.  The  tech- 
niques of  mass  production  and  marketing  have  now  moved  be- 
yond the  prototype  stage,  although  it  is  still  a  rare  builder  who 
innovates,  simplifies,  standardizes,  or  improves  technology  at 
rates  corresponding  to  those  of  other  industries.  Some  large 
builders  and  prefabricators  have  made  considerable  reductions 
in  construction  time  and  in  cost  by  using  standardized  elements 
and  component  units.  Large-scale  builders  have  ironed  out  the 
seasonal  irregularities  in  building  activity  by  doing  assembly 
work  during  bad  weather,  and  they  have  avoided  the  restrictive 
practices  of  subcontractors,  dealers,  labor  unions,  and  manufac- 
turers by  providing  a  high  level  of  demand,  something  the  scale 
of  their  operations  makes  possible.  Although  mechanization  has 
not  yet  changed  the  basic  nature  of  the  housing  industry,  the 
directions  it  will  take  in  the  future  have  already  been  laid  down. 
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The  merchandizing  of  housing  can  also  be  improved.  Small 
businessmen  tied  to  particular  localities  cannot  sell  housing  the 
way  big  businessmen  sell  soup  and  soap,  aspirin  and  automobiles. 
The  housing  industry  has  not,  as  have  other  industries,  system- 
atically studied  the  tastes  of  its  market.  It  has  been  slow  to  engage 
in  national  advertising  and  marketing.  Consumers  are  spending 
proportionately  less  income  on  their  dwellings  and  more  on 
washing  machines,  air  conditioners,  television  sets,  and  other 
things  to  put  inside  of  houses.  The  industry's  inability  to  con- 
duct consumer  research  has  slowed  up  technological  advance 
and  the  bringing  together  of  techniques  and  materials  in  new 
ways  that  might  appeal  to  the  many  and  diverse  consuming  pub- 
lics. 

If  the  industry  gets  and  uses  the  information  it  needs  about 
housing  design  and  consumer  tastes,  and  if  it  adopts  effective 
marketing  methods,  its  rewards  should  be  great.  Consumer 
spending  nowadays  is  so  large  that  even  a  small  increase  in  the 
share  that  goes  for  housing  would  have  dramatic  results.  If,  at 
the  1960  level  of  consumer  spending,  consumers  devoted  an  ad- 
ditional i  per  cent  of  their  income  to  housing,  the  result  would 
be  an  increase  of  about  $3  billion  in  annual  housing  demand,  or 
a  tenth  of  present  housing  expenditures. 

Of  course  the  market  will  not  be  made  perfect  for  housing 
any  more  than  for  other  commodities.  But  improvements  in 
technology  and  in  merchandising  methods  are  a  present  possibil- 
ity, and  there  is  much  promise  in  new  credit  aids  and  fiscal 
policies,  and  new  patterns  of  consumer  expenditure. 

Public  Intervention  in  the  Housing  Market 

If  the  housing  market  has  not  worked  as  it  should,  the  reason 
is  not  lack  of  interest  or  criticism  by  participants  and  observers 
or  lack  of  intervention  by  public  bodies.  Housing  has  long  been 
bombarded  with  reforms  proposed  from  both  right  and  left.  The 
analyses  that  have  been  made  of  its  problems  have  rarely  pro- 
duced agreement  on  solutions. 

Every  group  of  would-be  reformers  has  had  some  fixed  ideas. 
These  ideas  have  survived  and  flourished  although  the  condi- 
tions which  gave  rise  to  them  have  in  many  instances  ceased  to 
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exist.  There  is,  accordingly,  an  oversupply  of  obsolete  ideas 
about  housing. 

One  school  of  thought  particularly  popular  in  depressions  and 
recessions  maintains  that  housing  should  be  employed  essentially 
for  purposes  of  offsetting  swings  in  the  business  cycle — that  is, 
housing  should  be  a  "countercyclical"  industry.  When  general 
business  is  expanding,  according  to  this  view,  and  inflationary 
pressures  develop  within  the  economy,  housing  construction 
should  be  contracted  to  make  way  for  other  expanding  indus- 
tries; but  when  general  business  is  sluggish,  housing  should  be 
expanded,  through  liberal  money  and  credit  policies,  to  sustain 
income  and  employment  and  to  generate  economic  recovery. 
Opponents  of  this  position  contend  that  continuous  and  wide 
swings  in  housing  construction  are  responsible  for  inefficiency, 
high  costs,  and  spasmodic  and  inadequate  progress  in  raising 
housing  standards.  Many  builders  complain  that  it  is  unfair  to 
single  out  one  industry  for  this  countercyclical  role.  And  some 
economists  consider  that  a  policy  aimed  at  achieving  a  stable 
and  rising  level  of  housing  construction  would  contribute  more 
to  general  economic  stability  than  would  a  policy  intended  to 
make  housing  the  balance  wheel  of  the  economy. 

Another  widely  held  idea  is  that  people  should  be  encouraged 
by  public  policy  to  buy  rather  than  to  rent  houses.  Public  pro- 
grams, particularly  those  of  the  Federal  Housing  Administration, 
have  in  fact  so  greatly  favored  the  building  of  houses  for  sale 
that  many  consumers  who  would  prefer  to  rent  are  virtually 
forced  to  buy  because  of  the  shortage  or  low  quality  of  rental 
accommodations.  Some  people  even  advocate  making  home- 
owners of  the  people  near  the  bottom  of  the  income  pyramid. 
Believing  that  the  transition  of  the  United  States  to  a  country 
of  homeowners  is  the  most  significant  of  the  social  revolutions 
which  has  taken  place  in  this  generation,  they  would  sell  pub- 
lic housing  units  as  cooperatives  to  low-income  families.  Or  they 
would  have  public  authorities  buy  and  improve  used  housing  for 
a  subsidized  resale  to  persons  who  would  otherwise  be  tenants  in 
public  projects. 

Still  another  idea  is  to  eliminate  risk  for  the  producer  of 
housing  in  much  the  same  way  that  it  has  been  eliminated  for  the 
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commercial  farmer.  This,  it  is  argued,  will  bring  about  the  in- 
troduction into  the  housing  industry,  as  it  has  into  agriculture, 
of  capital-intensive,  labor-saving  devices  and,  in  general,  of  tech- 
nological advance.  With  guaranteed  profits,  easy  credit,  a  kind 
of  "crop"  insurance,  and  technical  assistance  in  the  form  of  pub- 
licly supported  materials  testing  and  market  analyses,  the  builder 
can,  according  to  this  theory,  offer  a  superior  product  at  the 
present  price  or  at  a  price  not  much  higher. 

Others  point  out  that  our  policies  to  date  may  have  only  sub- 
sidized marginal  producers  who  might  have  gone  out  of  busi- 
ness. Perhaps  it  is  impossible  to  increase  the  competence  of 
the  producer  while  at  the  same  time  relieving  him  of  the  spurs 
of  risk  and  competition.  What  is  needed,  this  reasoning  goes,  is 
a  policy  that  helps  the  consumer  more  directly;  for  example,  a 
yardstick  of  the  TVA  type  by  which  the  government  would 
build  houses,  if  necessary  at  uneconomic  rentals,  wherever  the 
private  market  failed  to  provide  standard  quarters. 

The  Changing  Aims  of  Housing  Policy 

A  changing  economy  has  changed  the  concerns  of  housing 
policy.  In  the  depression  years  public  housing  programs  were 
developed  for  the  poor.  With  prosperity,  public  concern  about 
the  poor  has  diminished.  Public  housing  serves  increasingly  only 
the  relocation  needs  of  the  households  which  are  being  displaced 
by  public  works  and  by  slum  clearance.  People  who  once  were 
preoccupied  with  the  effects  of  slums  on  the  physical  well-being 
of  the  slum  dwellers — with  slums  as  a  factor  in  the  spread  of  tu- 
berculosis, for  example — now  have  become  more  concerned 
with  the  effects  of  slum  clearance  on  the  morale  and  attitudes  of 
those  torn  from  social  institutions  and  neighborhoods  to  which 
they  were  attached. 

Similarly,  in  the  last  generation,  concern  for  the  housing  of 
foreign  immigrant  groups  has  turned  into  concern  for  the  Ne- 
gro and  other  minorities,  the  newest  wave  of  urban  immigrants. 
Whether  these  newcomers  to  the  city  will  follow  the  route  of 
their  predecessors,  moving  out  of  the  tenements  and  shacktowns 
as  their  incomes  rise,  is  a  question  which  policy-minded  people 
must  somehow  answer.  It  may  be  that  the  mark  of  color  makes 
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these  minority  groups  a  special  case  and  that  prejudice  will  follow 
them  however  high  they  climb  on  the  economic  ladder.  If  so,  it 
seems  probable  that  public  policy  will  be  used  increasingly  to 
restrain  or  reverse  the  forces  of  prejudice. 

What  policy  intends  is  one  thing;  what  it  actually  accom- 
plishes is  often  something  else.  Effects  that  were  entirely  unan- 
ticipated by  the  policy  makers  frequently  prove  eventually  to 
be  more  important  than  others  which  'were  intended. 

The  postwar  government-subsidized  slum  clearance  and  re- 
newal programs,  for  example,  were  intended  primarily  to  pro- 
vide new  housing  in  the  central  cities  so  that  their  middle- 
income  residents  would  not  all  be  lured  to  the  suburbs.  But  slum 
clearance  has  in  fact  done  something  different.  A  considerable 
part  of  redevelopment  has  gone  to  industrial,  commercial,  insti- 
tutional, or  public  uses.  And  most  of  the  housing  that  has  been 
built  is  at  a  scale  too  luxurious  for  most  middle-income  pocket- 
books.  Cities  need  industrial  and  commercial  revitalization  and 
luxury  housing,  too.  But  it  was  not  the  intention  of  those  who 
supported  the  housing  renewal  acts  of  1949  and  1954  to  serve 
the  middle-income  housing  market  so  slowly. 

It  is  easy  to  find  other  instances  in  which  policies  and  pro- 
grams have  produced  effects  different  from  what  was  intended. 
The  advocates  of  public  housing  did  not  mean  to  foster  racial 
ghettos  in  public  projects.  Nor  did  people  who  hauled  slum  land- 
lords into  housing  courts  intend  to  force  up  the  price  of  housing 
to  the  lowest  income  groups.  Those  who  drew  up  the  first  zon- 
ing codes  had  no  notion  that  they  were  creating  an  instrument 
by  which  segregation  along  income  lines  would  be  enforced  in 
residential  communities.  The  framers  of  building  codes  expected 
to  protect  the  community  and  the  consumer,  but  they  did  not 
intend  to  imprison  the  building  industry  in  a  legal  vise  or  to 
protect  particular  building  products  or  construction  methods. 
Congress  wanted  to  stimulate  home  building  in  the  Depression 
through  the  Federal  Housing  Administration;  there  is  no  indi- 
cation that  it  intended  to  create  row  after  row  of  suburban 
boxes  in  the  name  of  insured  mortgages. 

Not  only  have  some  housing  programs  produced  effects  con- 
trary to  what  was  intended,  but  some  have  canceled  out  or 
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been  canceled  by  another  public  program.  In  the  next  few  years, 
for  example,  the  Federal  highway  program  will  probably  dis- 
place more  people  from  slum  (and  non-slum)  areas  than  will  the 
housing  program,  but  little  was  done  to  coordinate  the  two  be- 
fore the  inauguration  of  the  Kennedy  administration.  It  appears 
that  public  demolition  of  housing  for  low-income  families  has 
considerably  exceeded  provision  of  housing  for  such  families  in 
recent  years.  All  urban  renewal  projects  to  date  have  had  but 
little  effect  in  attracting  families  to  remain  in  the  city,  compared 
with  the  massive  migrations  to  suburban  areas  engendered  by 
government  mortgage  insurance. 

The  Central  Issues 

Despite  these  anomalies  and  confusions,  few  people  want  to 
get  government  out  of  the  housing  market  entirely.  The  trend 
in  housing,  as  in  everything  else,  is  in  the  other  direction.  And 
there  is  no  reason  to  suppose  that  it  will  change.  The  experience 
of  all  modern  industrialized  societies  demonstrates  that  some  sort 
of  new  mix  of  the  responsibilities  and  functions  of  government, 
of  economic  organizations,  and  of  individuals  is  inevitable.  The 
practical  problem  is  to  find  the  right  place  for  government  in 
the  complex  of  activity  called  "housing."  In  the  chapters  that 
follow,  the  place  of  housing  in  the  national  economy  is  examined, 
and  consideration  is  given  to  the  magnitudes  of  demand  and  sup- 
ply of  housing  and  to  the  postures  of  the  major  actors  on  the  hous- 
ing scene:  the  investor,  the  producer,  the  consumer,  the  Federal 
government,  and  the  local  community  and  its  citizen  leaders.  The 
question  to  be  answered  is:  What  can  each  do  to  improve  the 
quality  and  quantity  of  housing? 

This  book  presupposes  that  the  answers  rest  upon  five  general 
assumptions,  the  appropriateness  and  significance  of  which  are 
developed  at  length.  The  first  is  that  there  exist  neglected  op- 
portunities for  profitable  enterprise  in  housing.  The  second  is 
that  the  time  is  ripe  for  the  industrialization  of  housing — that  is, 
for  its  heavier  capitalization,  for  increases  in  labor  productivity, 
and  for  decreases  in  costs.  The  third  is  that  the  consumer  will  re- 
spond to  improvements  in  housing  by  spending  more  of  his 
income  for  it.  The  fourth  is  that  the  Federal  government  can 
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play  its  most  effective  role  by  fostering  competition  on  the  part 
of  producers  and  investors,  by  widening  the  range  of  effective 
choice  open  to  consumers,  and  by  experimenting  with  and  test- 
ing its  own  policies  in  housing  and  community  development. 
The  fifth  is  that  the  impulse  for  change  and  the  vitality  to  bring 
change  about  do  exist  in  the  mind  and  actions  of  public  and  pri- 
vate leaders  of  the  country  and  of  its  urban  communities. 

Throughout  this  book,  the  aim  is  to  view  housing  and  the 
American  city  as  interlocking  parts  of  the  same  national  growth 
pattern  and  in  doing  so  to  clarify  their  relationships  and  pinpoint 
impediments  to  the  achievement  of  higher  goals  for  both.  Along 
with  this  aim  goes  the  further  one  of  specifying  ways  and  means 
to  lubricate  the  market  system  for  housing  and  community  de- 
velopment. Sole  hope  must  not  rest  in  that  twentieth  century 
deus  ex  machina,  more  and  more  Federal  funds.  But  neither  should 
government  abandon  its  responsibilities  for  the  disfranchised  con- 
sumers of  housing.  What  is  required  is  a  better  mix  of  private 
enterprise  and  governmental  effort  brought  about  by  a  reappraisal 
of  governmental  policies  and  private  practices  to  spur  the  quantity 
and  improve  the  quality  of  housing.  The  complexities  of  the  situ- 
ation and  the  difficulties  that  stand  in  the  way  of  improvement 
are  great  indeed,  but  this  book  views  them  with  pragmatism  and 
optimism. 

There  is  no  reason  to  doubt  that  men  of  understanding, 
will,  and  energy  can  create  more  satisfying  patterns  of  housing 
than  we  now  imagine.  In  doing  so,  they  will  at  the  same  time 
create  vastly  better  communities.  For,  to  revert  to  the  image 
with  which  this  chapter  began,  the  way  the  housing  drama  is 
played  most  profoundly  affects  everything  that  is  done  on  the 
vast  stage  that  is  the  metropolis. 


Chapter  2 

HOUSING  AND  THE  NATIONAL 
ECONOMY 


Housing  is  of  crucial  importance  to  the  national  economy. 
Residential  construction  provides  jobs  for  over  a  million  on-site 
'workers — and  for  nearly  as  many  workers  in  supporting  indus- 
tries. Expenditures  on  residential  building  account  for  half  of  all 
construction  outlays,  and  a  third  of  total  new  private  invest- 
ment. Accumulated  investments  in  housing  constitute  a  third  of 
our  national  wealth.  'Family  expenditures  on  housing  are  sec- 
ond in  size  only  to  those  for  food. 

Nonetheless,  during  the  last  half  century,  the  housing  indus- 
try has  not  maintained  its  proportional  share  of  the  national 
economic  growth.  Although  the  dollar  amount  of  housing  in- 
vestments has  risen,  per  capita  expenditures  for  housing  have 
declined  from  a  fifth  to  an  eighth  of  consumer  expenditures, 
and  the  average  value  of  homes,  measured  in  stable  dollars,  has 
also  declined.  The  decline  in  per  capita  expenditures  reflects  the 
more  effective  competition  of  other  industries  for  the  consumer 
dollar,  and  technical  and  geographic  changes  in  home  building. 

The  home-building  industry  has  always  been  unstable:  its 
booms  are  higher  and  its  depressions  lower  than  those  of  other 
industries.  Fewer  than  100,000  units  were  begun  in  1933,  con- 
trasting with  a  peak  of  almost  1,400,000  in  1950.  While  housing 
construction  has  often  led  the  economy  up  or  down,  it  appears 
to  accentuate  economic  cycles  rather  than  precipitate  them.  Ex- 
penditures for  maintenance,  modernization,  and  operation  of 
housing  may  compensate  for  wide  fluctuations  in  new  home 
production. 

The  next  two  decades  will  provide  unparalleled  opportuni- 
18 
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ties  for  the  housing  industry.  The  population  swell  following 
World  War  II  suggests  a  huge  market  for  new  homes  in  the  i$6os 
and  1 97 os  that  may  exceed  two  million  a  year.  Rising  real  in- 
come, the  increased  number  of  aged  able  to  afford  separate  ac- 
commodations, a  growing  number  of  young  married  couples  and 
single  persons,  and  a  boost  in  large  families  should  expand  de- 
mand for  both  urban  and  suburban  building^  sales  and  rental 
housing,  apartments  and  single-family  houses. 

If  these  opportunities  are  to  be  realized,  however,  the  industry 
requires  changes  in  scale,  organization,  management,  and  tech- 
nology. Such  changes  are  unlikely  if  the  industry  is  manipulated 
by  Federal  credit  policies  to  counter  changes  in  the  business  cy- 
cle. A  national  policy  of  stabilizing  residential  construction  and 
rehabilitation  would  also  contribute  to  general  economic  stability. 


As  an  industry,  housing  is  of  major  importance  to  the  national 
economy  because  of  its  sensitivity  to  and  influence  on  the  course 
of  business  cycles,  and  because  of  its  relationship  to  national 
economic  development.  As  the  product  of  an  industry,  housing 
is  a  vital  welfare  good;  and  our  concerns  about  the  housing  in- 
dustry and  the  housing  market  focus  on  their  failure  to  provide 
a  standard  of  living  compatible  with  an  expanding  economy, 
and  with  growing  personal  and  national  income  and  wealth. 

The  importance  of  housing  in  the  economy  can  be  measured 
in  terms  of  employment,  production,  investment,  or  consumer 
expenditures. 

Residential  areas  provide  at  least  50  per  cent  of  the  major 
source  of  local  tax  revenue,  the  property  tax;  and  they  are  the 
largest  single  item  of  local  capital  investment.  Nationally  the 
value  of  residential  land  and  buildings  is  well  over  twice  the 
value  of  the  country's  500  biggest  manufacturing  companies. 
Housing  is  almost  the  sole  support  of  some  industries.  Two- 
thirds  of  all  bricks,  for  example,  go  into  housing. 

In  the  peak  postwar  home-building  year  of  1950,  according  to 
the  Bureau  of  Labor  Statistics,  1,175,000  workers  were  employed 
on-site  in  new  nonfarm  residential  construction  alone.  Off-site 
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employment  in  the  building  materials  and  supply  industries  was 
nearly  as  great.  A  very  large  proportion  of  all  private  invest- 
ments, whether  in  the  form  of  equity  or  debt,  goes  into  housing. 
New  residential  construction  is  half  of  all  current  new  private 
investment  in  construction  and  a  quarter  to  a  third  of  total  new 
private  investment.  Finally,  in  terms  of  family  expenditures,  and 
despite  its  decreasing  share  in  their  total,  housing  still  remains 
second  only  to  food  in  economic  importance. 

New  homes  generate  demands  for  other  types  of  construction 
and  for  other  services,  particularly  roads,  public  utilities,  and 
schools,  three  of  the  most  important  forms  of  nonresidential  con- 
struction. School  building  lags  several  years  behind  residential 
building;  but  local  roads  and  public  utility  services  must  be  in- 
stalled at  the  same  time  that  new  houses  are  built. 

Residential  building  generates  still  other  kinds  of  economic 
activity.  Consumer  durable  equipment  such  as  furnaces,  hot- 
water  heaters,  dishwashers,  washing  machines,  and  air  condi- 
tioners make  up  an  increasing  proportion  of  residential  construc- 
tion costs,  and  the  production  of  consumer  durables  rises  or  falls 
with  the  volume  of  residential  building.  There  is  also  a  link 
between  housing  construction  and  the  output  of  other  con- 
sumer goods,  such  as  home  furnishings. 

Fluctuations  in  Housebuilding 

The  output  of  housing  is  exceptionally  vulnerable  to  eco- 
nomic fluctuations.  Sudden  changes  in  family  income  or  in- 
come expectations  will  alter  the  demand  for  housing  more 
drastically  than  comparable  changes  in  the  economy  will  affect 
long-term  investments  in  other  fields.  For  example,  the  Depres- 
sion of  the  19305  reduced  the  production  of  various  manufac- 
tured goods  by  anywhere  from  20  to  50  per  cent,  but  it  cut 
down  the  volume  of  housing  construction  by  more  than  80  per 
cent.  The  causes  of  the  wide  and  violent  fluctuations  in  the 
building  and  marketing  of  houses  are  complex.  Housing  is  a 
capitalgood,  but  it  is  also  a  consumer  product.  Unlike  factories 
or  mines,  which  are  developed  by  investors  in  anticipation  of 
future  nation-wide  demand,  housing  is  built  in  response  to  a 
fairly  immediate  and  localized  consumer  demand. 
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The  durability  of  housing  also  tends  to  accentuate  cyclical 
fluctuations  in  residential  construction.  Because  the  supply  of 
housing  consists  mainly  of  used  homes,  and  new  construction 
rarely  amounts  to  more  than  3  per  cent  of  supply  in  any  year,  a 
5  or  10  per  cent  decline  in  total  demand,  minor  in  other  indus- 
tries, can  sharply  reduce  the  demand  for  new  houses.  On  the 
other  hand  a  10  per  cent  increase  in  total  housing  demand  can- 
not be  satisfied  by  a  300  per  cent  increase  in  production.  In  con- 
sequence, housing  prices  tend  to  rise  faster  than  other  prices  in 
periods  of  rising  income. 

The  demand  for  new  housing  can  be  postponed;  this  accentu- 
ates instability  in  the  housing  market.  During  periods  of  rising 
prices,  families  may  seek  to  buy  or  build  as  soon  as  possible,  even 
at  prices  slightly  above  current  market  levels.  If  buyers  expect 
prices  to  increase  substantially  during  the  years  ahead,  as  many 
did  in  the  first  few  years  following  the  close  of  World  War  II, 
they  may  decide  to  purchase  at  once  even  if  it  is  necessary  for 
them  to  pay  a  premium,  since  the  debt  they  incur  will  be  paid 
off  in  cheaper  dollars  in  future  years.  This  anticipation  of  price 
increases  accelerates  and  increases  demand  on  the  upswing  of 
the  construction  cycle.  But  if  buyers  expect  price  declines,  home 
purchase  may  be  deferred  in  anticipation  of  a  lower  price,  thus 
accelerating  a  downswing  in  the  construction  cycle. 

There  are,  however,  other  forces  in  the  housing  market  that 
tend  to  soften  the  impact  of  cyclical  influences.  Housing  mar- 
kets are  local  in  character,  and  the  volume  of  building  can  vary 
widely  in  different  metropolitan  areas.  Of  course,  in  the  depths 
of  depression,  such  as  that  of  1929-1937,  all  areas  suffer.  But  at 
other  times  some  areas  may  experience  a  severe  decline  in  resi- 
dential construction  while  other  areas  enjoy  a  comparative 
boom.  In  recent  years,  the  fast-growing  cities  of  the  South  and 
West  have  had  a  far  higher  level  of  building  activity  than  the 
older  communities  of  the  North  and  East.  As  long  as  cities  con- 
tinue to  grow  at  a  rapid  rate,  they  are  less  vulnerable  to  sudden 
downturns  in  residential  building. 

Another  corrective  influence  on  the  building  cycle  can  arise 
from  the  expenditures  made  for  additions  to  and  alterations  of 
existing  dwellings.  During  the  last  half  century,  expenditures 
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for  additions  and  alterations  amounted  to  an  average  of  n  per 
cent  of  expenditures  for  new  residential  construction,  varying 
from  boom  period  lows  of  6  per  cent  to  depression  highs  of  20  per 
cent.  Recent  statistics  which  include  repairs  indicate  that  total 
maintenance,  alteration,  and  repair  expenditures  may  be  as  much 
as  75  per  cent  of  new  construction  volume,  a  stabilizing  force. 
(Unfortunately,  housing  data  suffer  from  errors  and  omissions  in 
reporting  the  number  of  housing  starts,  the  level  of  demolitions 
and  other  removals  from  the  housing  stock,  and  the  expenditures 
for  alterations  and  repairs.) 

Fluctuations  in  new  residential  construction  are  shown  in 
Chart  i.  In  the  building  boom  following  World  War  I,  a  peak 
was  reached  in  1925  when  937,000  new  residential  units  were 
started.  At  the  bottom  of  the  Depression,  in  1933,  less  than  100,- 
ooo  new  homes  were  put  under  construction.  In  the  peak  pre- 
war year  of  1941,  residential  construction  climbed  back  to  over 
600,000  units.  During  the  war,  housing  was  cut  back  to  a  low 
of  139,000  in  1944.  During  the  postwar  building  boom,  residen- 
tial starts  reached  a  high  of  1,352,000  new  units  in  1950.  The 
wide  variations  are  often  described  as  "long  building  cycles." 
Since  the  Civil  War  these  cycles  have  had  their  peaks  in  1871, 
1887,  1892,  1902,  1909,  1925,  1940,  and  1950.  Each  has  been  suc- 
ceeded by  a  trough  in  which  building  volume  has  dropped  to 
low  levels. 

The  cyclical  pattern  in  residential  building  appears  to  accom- 
pany a  similar  pattern  of  prosperity  and  depression  in  the  econ- 
omy generally.  However,  residential  building  fluctuates  far 
more  widely;  its  peaks  are  higher  and  its  depressions  deeper  than 
those  of  other  industries.  Some  observers  conclude  that  a  decline 
in  housebuilding,  if  not  an  important  cause  of  the  onset  of  busi- 
ness depressions,  is  certainly  an  important  contributor  to  their 
severity. 

A  Shrinking  Sector  of  the  Economy 

The  cyclical  swings  in  residential  construction  obscure  secu- 
lar changes  which  affect  the  present  strength  and  future  possi- 
bilities of  the  housing  industry.  Since  the  start  of  this  century,  a 
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proportionately  smaller  part  of  the  nation's  resources  has  gone  into 
residential  building.  Moreover,  housing  expenditures  have  de- 
clined in  real  terms,  in  relation  to  gross  national  product,  capital 
investment,  and  consumer  expenditures. 

America's  gross  national  product  rose  from  an  annual  rate  of 
$17.7  billion  in  1900  to  $503.2  billion  in  1960.  Investments  in  resi- 
dential construction  went  from  $800  million  per  year,  during 

Chart  1.  New  private  nonfarm  housing  units  started,  1889-1960,  and 
gross  national  product,  1909-1960 
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the  early  years  of  this  century,  to  a  peak  of  $24.7  billion  in  1959. 
When  measured  in  constant  dollars,  the  proportion  of  national 
income  expended  on  housing  actually  declined.  For  every  $100 
invested  in  new  capital  assets  about  $30  went  into  residential  real 
estate  in  the  early  18905,  and  only  $25  in  the  19205  and  about 
$13  in  1950. 

In  current  prices,  total  annual  outlays  for  new  nonfarm  resi- 
dential construction  during  the  early  postwar  years  (1946-1953) 
were  more  than  double  those  in  the  1920-1929  decade,  but  when 
dollar  values  are  made  constant  it  is  apparent  that  there  was  al- 
most no  change.  Since  there  was  a  sizable  increase  in  the  number 
of  dwelling  units  built  during  the  later  period,  there  was  a  long- 
run  decline  in  the  real  average  expenditure  per  unit. 

Again,  when  prices  are  held  constant,  the  startling  fact 
emerges  that  the  real  value  per  dwelling  declined  by  37  per  cent 
from  the  start  of  the  century  to  the  1946-1953  period,  even 
though  average  construction  expenditures  per  dwelling  more 
than  quadrupled  during  that  period.  Because  the  drop  in  real 
value,  shown  in  Chart  2,  was  accompanied  by  a  decline  in  the 
average  size  of  the  household,  per  capita  real  investment  changed 
very  little.  At  the  end  of  1955,  in  fact,  the  per  capita  value  of  the 
nonfarm  housing  inventory  was  7  per  cent  less  than  at  the  begin- 
ning of  the  century. 

The  basic  unit  of  demand  for  new  housing  is,  of  course,  the 
household.  A  decline  in  the  rate  of  population  growth,  in  the 
rate  of  new  household  formation,  and  in  the  size  of  households 
thus  becomes  an  important  underlying  factor  in  the  long-run 
decline  in  the  relative  importance  of  housing.  However,  the  ab- 
solute number  of  new  families  has  increased  by  7,700,000  or  18 
per  cent  between  1950  and  1959  and  the  rate  of  new  household 
formation  has  fallen  off  far  less  than  the  rate  of  total  population 
growth.  Moreover,  the  size  of  the  housing  stock  has  increased 
through  conversions  of  existing  units,  as  well  as  through  new 
construction.  Population  changes  and  conversions  do  not,  by 
themselves,  explain  the  marked  downtrend  in  real  capital  per 
new  dwelling  unit. 

Part  of  the  decline  in  real  expenditures  since  the  19205  can  be 
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explained  by  construction  changes.  There  has  been  a  tremendous 
shift  of  residential  building  to  the  West  and  South  and  to  rural 
nonfarm  areas  where,  primarily  for  reasons  of  climate,  the  cost 
per  unit  tends  to  be  smaller.  Other  forces  that  operate  toward  a 
reduction  of  real  capital  per  unit  include  the  historic  decline  in 
the  average  size  of  households,  the  trend  toward  lighter  materi- 
als and  construction,  and,  especially  in  the  last  fifteen  years,  the 

Chart  2.  Average  construction  cost  of  private  nonfarm  housing  units 
started,  in  current  and  1929  prices,  1889-1960 
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building  of  a  larger  proportion  of  smaller  and  therefore  less 
costly  nouses. 

Similarly,  there  is  no  single  clear-cut  explanation  for  the  de- 
creasing place  of  housing  in  total  consumer  expenditures.  As 
Chart  3  shows,  average  consumer  expenditures  for  housing  ac- 
counted for  a  decreasing  proportion  of  total  expenditures,  from 
nearly  one-fourth  before  World  War  I  to  a  low  of  about  10  to 
12  per  cent  right  after  World  War  II,  depending  on  which  se- 
ries of  figures  are  used.  Since  then  the  proportion  has  gone  up 
but  to  nowhere  near  the  earlier  ratios.  Part  of  the  reason  for 
the  decline  undoubtedly  is  the  upward  change  in  family  in- 
come over  the  period:  as  incomes  rise,  proportionate  expendi- 
tures for  housing  and  food  tend  to  decrease.  Another  part  of 
the  reason  is  the  great  increase  in  housing  costs  since  the  war 
compared  with  other  consumer  goods.  Using  1947-1949  as  a 

Chart  3.  Housing  expenditures  as  a  percentage  of  total  personal  con- 
sumption expenditures 
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base,  residential  construction  costs  have  increased  far  more  than 
all  consumer  prices;  the  construction  cost  index  for  dwelling 
units  stood  at  an  all-time  high  of  139.7  in  1960  compared  with 
126.5  f°r  all  consumer  prices.  Rising  costs  mean  that  consumers 
get  less  house  in  real  terms  for  the  same  outlay.  Between  1929 
and  1955,  the  real  purchasing  power  of  consumers  increased  by 
more  than  50  per  cent.  But,  aside  from  some  effect  of  mortgage 
credit  changes,  the  purchasing  power  of  the  average  family  with 
respect  to  housing  made  no  advance  during  the  past  generation 
and  only  a  small  gain  over  the  past  half  century.  In  combination, 
those  two  facts  help  explain  why  consumers  are  reluctant  to  in- 
crease their  proportionate  expenditures  for  housing. 

Future  Trends 

Although  housing  as  an  economic  activity  has  failed  to  hold 
its  own  share  of  the  American  economy  during  the  last  three 
decades,  several  major  forces  suggest  its  steady  growth  in  dollar 
output  during  the  next  two  decades.  Among  them  are  the  rapid 
population  increase  of  the  last  twenty  years,  the  rise  in  home- 
ownership  in  the  years  since  World  War  II,  and  the  trend  to- 
ward suburban  locations  and  densities.  The  first  of  these,  popula- 
tion trends  arising  from  war  and  postwar  birth  rates,  implies  a 
large  absolute  growth  in  building  volume.  The  others  may  pro- 
vide an  opportunity  for  the  housing  industry  to  recapture  some 
of  its  lost  markets. 

Beginning  in  1940,  the  number  of  children  born  each  year 
rose  steadily — from  2.3  million  in  1940  to  3.2  million  in  1946,  3.7 
million  in  1951,  and  over  4  million  in  some  of  the  years  since 
1954.  This  spectacular  increase  in  the  child  population  probably 
means  that  between  1960  and  1975  the  number  of  young  couples 
being  married  will  mount  steadily  from  about  i  million  each 
year  beginning  in  1960  to  over  2  million  a  year  in  the  19705.  Al- 
though the  population  reaching  marriageable  age  is  not  the  only 
factor  that  influences  housing  requirements,  it  is  the  most  impor- 
tant one.  It  is  now  fixed  for  the  next  generation. 

Beyond  this  period — by  1980 — there  may  be  more  than  2  mil- 
lion new  families  entering  the  housing  market  each  year.  Esti- 
mates of  the  Bureau  of  the  Census  indicate  that  the  population  of 
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the  United  States  may  reach  272  million  by  1980,  a  growth  of 
nearly  100  million  in  twenty-two  years.  In  addition  to  the  num- 
ber of  new  families  such  growth  implies,  the  expectation  is 
that  there  will  be  more  large  families  needing  larger  homes.  At 
the  other  end  of  the  scale,  the  extension  of  life  expectancy  com- 
bined with  more  ample  social  security  and  retirement  systems 
will  mean  more  older  people  in  the  population  who  will  desire  to 
maintain  their  own  houses  or  apartments.  The  population  over 
65  years  of  age  is  expected  to  increase  from  about  16  million  in 
1960  to  over  20  million  by  1985. 

Another  factor  in  the  future  demand  for  housing  is  the  grow- 
ing number  of  one-person  households  or  households  not  consist- 
ing of  husband  and  wife;  in  1960  about  one-fourth  of  our  non- 
farm  dwellings  were  occupied  by  such  households.  By  1980  the 
rate  of  increase  of  these  types  of  households  will  probably  be 
more  than  double  that  of  husband-and-wife  families.  Here  again 
a  change  in  population  characteristics  augurs  a  greatly  enlarged 
demand  for  housing  of  certain  types.  These  additions  of  single- 
person  and  aged  families  may  continue  to  reduce  average  family 
size  in  keeping  with  the  long-range  trend  even  at  a  time  when 
child  population  will  be  growing  at  unprecedented  rates.  More 
homes  for  larger  families  and  more  homes  for  smaller  families, 
more  for  younger  families  and  more  for  older  couples,  will 
probably  raise  the  volume  of  residential  building  to  unprece- 
dented levels. 

At  the  same  time,  some  migration  from  rural  and  farm  areas 
to  cities  will  continue.  Even  conservative  estimates  suggest  that 
virtually  all  of  our  population  growth  will  continue  to  take  place 
in  urban  areas.  The  growth  of  population  in  central  cities  is  al- 
ready being  limited  by  overcrowding;  in  many  of  our  older  cit- 
ies and  in  some  new  ones  population  is  declining.  Certainly  there 
cannot  be  any  great  expansion  of  the  central  cities.  But  in  the 
suburban  areas  population  by  1975  may  well  increase  by  75  per 
cent  or  more  and  in  the  rural  outskirts  of  metropolitan  areas  by 
1 50  per.  cent  or  more.  Under  these  circumstances  suburban  areas 
will  face  investment  requirements  of  unprecedented  size  for 
schools,  highways,  recreation  and  health,  sewerage  and  water 
facilities. 
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The  growth  of  population  and  household  formation  does  not 
in  itself  assure  that  an  equivalent  effective  demand  for  housing 
can  be  expected.  The  demand  for  new  housing  depends  upon 
the  level  and  distribution  of  income  among  families,  consumer 
choices  between  housing  and  other  expenditures,  the  cost,  kind, 
and  location  of  housing,  and  social  and  individual  standards  of 
housing  adequacy. 

Projections  of  national  income  and  employment  indicate  that 
86  million  persons  will  be  employed  by  1975  and  that  per  capita 
income  will  be  50  per  cent  higher  than  it  was  in  the  late  19505. 
A  shorter  work  week  will  be  offset  by  higher  productivity. 
Women  will  constitute  a  higher  proportion  of  the  labor  force. 
If  these  projections  are  realized,  the  number  of  families  with 
incomes  over  $7,500  will  double  and  the  number  of  families 
with  incomes  of  less  than  $3,000  will  decline.  As  a  result,  it  is 
reasonable  to  expect  a  large  increase  in  the  effective  demand  for 
housing. 

If  the  trend  toward  lower  proportional  expenditures  for  hous- 
ing can  be  arrested  or  reversed,  demand  might  exceed  two  mil- 
lion new  or  newly  converted  homes  per  year  by  the  mid- 
1970s.  The  tendency  for  housing  expenditures  to  decline  as  in- 
comes rise  may  be  offset  by  the  shift  in  the  population  to  higher 
proportions  of  white-collar  workers  who  traditionally  spend 
more,  proportionally,  for  housing.  To  the  extent  that  increased 
building  efficiency  can  offset  rising  land  and  other  costs,  the 
building  industry  may  obtain  a  larger  share  of  an  enormously 
enlarged  national  income. 

The  building  industry  will,  at  the  same  time,  have  to  meet  a 
heavy  replacement  demand,  as  our  existing  stock  of  housing  grows 
old  and  deteriorates.  Forecasts  of  housing  requirements  must 
include  estimates  of  the  number  of  substandard  units  to  be  re- 
placed, the  number  of  dwellings  which  deteriorate  and  drop  out 
of  use  each  year,  the  number  which  are  demolished  to  make 
way  for  new  land  uses,  and  the  number  converted  to  nonresi- 
dential  uses  or  lost  through  fire,  storm,  or  other  disaster.  All  of 
these  are  in  addition  to  the  estimated  net  total  of  new  family 
formation.  Defining  housing  requirements  for  the  United  States 
thus  implies  an  estimate  of  the  number  of  dwellings  which  are 
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or  will  become  so  obsolete  or  deteriorated  as  to  necessitate  re- 
placement or  rehabilitation;  and  this  estimate  must  be  based  on 
some  assumption  of  a  minimum  standard  of  housing. 

Estimates  of  future  housing  requirements  made  by  both  gov- 
ernment and  private  agencies  in  the  1950-1960  decade  vary  from 
1,200,000  to  1,800,000  additional  new  or  converted  units  per  year 
during  the  19605,  and  well  over  2,000,000  units  per  year  during 
the  19705.  These  estimates  assume  that  until  new  building  and 
net  new  conversions  (additional  units  created  by  conversion  mi- 
nus losses  to  other  uses)  exceed  new  family  formation,  the  hous- 
ing stock  will  continue  to  deteriorate  at  the  rate  of  depreciation 
and  other  losses  that  occur  annually.  Since  1950  new  building  has 
met  new  family  formation,  but  left  little  surplus  to  replace  losses 
and  deteriorating  houses. 

Can  the  gap  between  demand  and  the  requirements  of  a  rising 
standard  of  housing  be  closed  in  the  years  ahead?  The  answer 
depends  largely  upon  the  behavior  of  consumers,  of  the  building 
industry,  of  the  Federal  government  in  its  credit  policies,  and  of 
communities  working  toward  comprehensive  programs  of  re- 
newal and  development.  If  the  expected  growth  of  the  economy 
is  achieved,  millions  of  consumers  will  have  larger  incomes  with 
which  to  pay  for  better  housing;  others  will  still  require  some 
public  aid  for  housing  improvement.  Any  sizable  expansion  of 
housebuilding  should  provide  the  building  industry  with  an  un- 
precedented opportunity  to  improve  its  efficiency  and  to  reor- 
ganize for  greater  service.  How  well  the  opportunity  is  realized, 
however,  rests  on  the  extent  to  which  the  industry,  govern- 
ment at  all  levels,  and  consumers  can  devise  better  means  for  or- 
ganizing and  expressing  their  common  interests  or  for  overcom- 
ing their  conflicting  ones. 

Any  dramatic  increase  in  the  effective  demand  for  new  and 
improved  housing  will  depend  as  much  on  the  determination  of 
the  leaders  of  America's  urban  and  suburban  communities  to 
solve  some  of  their  municipal  problems  as  it  will  on  changes  in 
the  industry  itself.  The  housing  industry  has  a  right  to  question 
whether  by  making  heavy  investments  in  new  designs,  building 
processes,  research,  and  financing  and  merchandising  methods,  it 
can  overcome  the  historical  ambivalence  of  the  consumer  to- 
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ward  its  product  unless  at  the  same  time  the  urban  environment 
is  recast  in  a  more  livable,  efficient,  and  satisfying  form.  Also, 
national  public  policy  must  be  implemented  more  consistently  if 
residential  construction  and  rehabilitation  are  to  go  forward 
at  a  high  and  relatively  stable  rate  and  if  the  housing  industry  is 
to  be  encouraged  to  provide  a  better  product  at  a  lower  cost. 


Chapter  3 

HOUSING  AND  THE  MARKET 


The  most  striking  aspect  of  the  housing  market  is  the  degree 
to  'which  used  houses  outweigh  neiv  houses  in  importance.  The 
vast  stock  of  older  houses  constitutes  97  per  cent  of  the  supply  in 
any  year.  Although  the  demands  of  new  home  buyers  exert  only 
a  small  influence  on  supply,  they  do  dictate  what  will  be 
available  to  most  other  later  purchasers.  New  housing  is  largely 
limited  to  single-family,  detached  houses  in  suburban  locations  for 
white  families  of  child-rearing  age,  middle  income  and  popular 
tastes.  In  recent  years  relatively  few  new  units  have  been  built 
for  rent,  and  few  other  special  preferences  have  been  served. 

The  stock  of  housing  has  been  improved  by  the  volume  of  new 
construction  since  the  war,  but  in  1956  one  of  every  five  non- 
farm  dwelling  units  was  still  dilapidated  or  lacking  basic  facili- 
ties, and  at  least  2  million  others  were  located  in  slums,  industrial 
areas,  or  neighborhoods  with  poor  public  services.  Still  others 
were  overcrowded  or  obsolete,  or  they  suffered  from  little  main- 
tenance. However,  by  1960  further  improvements  reduced  the 
number  of  dilapidated  units  in  the  United  States  to  3  million  from 
4.5  million  in  1950. 

The  housing  market  functions  crudely.  The  market  for  new 
houses  is  so  narrow  that  the  supply  of  older  houses  is  chronically 
deficient:  homes  filter  down  so  slowly  that  they  are  often  dilapi- 
dated before  they  reach  low-income  -families.  The  large  supply  of 
substandard  dwellings  cuts  demand  for  better  used  dwellings.  An 
improved  market  requires  a  higher  volume  of  new  construction 
for  a  broader  cross  section  of  the  population,  more  rapid  filtration 
of  older  homes,  systematic  demolition  or  rehabilitation  of  sub- 
standard residences,  and  improvement  in  standards  of  maintenance 
and  repair. 

32 
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For  housing,  as  for  other  commodities,  the  market  largely 
governs  the  quantity,  quality,  cost,  and  distribution  of  the  prod- 
uct. The  housing  market  is  an  elaborate  interplay  between  in- 
vestors and  producers  seeking  profit  on  the  one  hand  and  con- 
sumers seeking  satisfaction  on  the  other.  Presumably  a  well-func- 
tioning housing  market  guarantees  the  best  allocation  of  resources 
and  the  best  pattern  of  satisfaction  of  consumer  wants.  Its  self- 
adjusting  balance  maintains  an  equilibrium  between  supply  and 
demand. 

The  theory  of  a  balanced  market,  however,  is  often  at  odds 
with  the  facts.  For  all  that  Americans  are  better  housed,  on  the 
whole,  than  people  in  other  countries,  there  are  some  segments 
of  the  market  where  the  mechanism  simply  does  not  work.  A 
closer  look  at  the  country's  housing  supply  reveals  imbalances 
in  kind,  cost,  size,  and  location. 

The  Housing  Inventory 

The  decade  1950-1960  was  one  of  unprecedented  building  ac- 
tivity. During  those  ten  years,  the  housing  industry  added  over 
12  million  new  units  to  the  housing  supply.  Even  so,  too  few 
houses  were  built  or  rehabilitated  to  meet  the  present  and  fu- 
ture requirements  of  the  American  people. 

In  1950,  the  total  stock  consisted  of  46  million  dwelling  units, 
most  of  which — 39  million — constituted  the  nonfarm  housing 
supply.  Cities,  towns,  and  villages  in  1950  accounted  for  30  mil- 
lion of  the  39  million  nonfarm  homes.  The  remaining  nine 
million  dwellings  were  located  in  rural  areas,  including  the  out- 
skirts of  cities,  but  not  on  properties  used  for  agriculture.  At 
least  a  fifth  of  the  total  population  lived  in  these  rural  nonfarm 
dwellings  and  were  employed  in  urban  rather  than  farm  occupa- 
tions. It  is  in  this  rural  nonfarm  fringe  and  the  suburbs  that  most 
new  homes  have  been  added  between  1950  and  1960. 

By  1960,  the  total  stock  of  housing  units — the  1960  census  defi- 
nition of  housing  unit  was  slightly  different  from  the  1950  def- 
inition of  dwelling  unit — reached  58  million.  Of  these  about  10 
per  cent  were  vacant.  Of  the  vacant  units,  about  one-third  were 
summer  or  other  seasonal  residences;  the  remainder  of  the  vacan- 
cies were  in  year-round  units.  The  proportion  of  units  available 


34      HOUSING,   PEOPLE,   AND   CITIES 

for  rent  or  sale  increased  from  1.6  per  cent  in  April,  1950,  to  3.5 
per  cent  in  the  last  quarter  of  1960. 

At  the  end  of  World  War  II — for  the  first  time  in  the  period 
of  industrialization  and  urbanization  beginning  in  1890 — the 
number  of  owners  exceeded  the  number  of  renters.  There 
were  8  million  more  homeowners  in  1950  than  in  1940,  an  in- 
crease of  55  per  cent.  In  contrast,  the  number  of  renters  declined 
slightly. 

From  1950  to  1960  the  number  of  homeowners  increased  from 
23.6  million  to  32.8  million  (62  per  cent  of  housing  units).  In  the 
same  period,  although  the  proportion  of  renters  declined  from 
45  per  cent  to  38  per  cent,  their  absolute  number  increased 

Chart  4.  Private  nonfarm  dwelling  units  started,  by  type  of  structure, 
1920-1960 
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slightly  from  19.3  million  to  20.2  million.  The  increase  in  home- 
ownership  reflects  rapid  population  growth,  larger  family  in- 
comes, and  continued  availability  of  long-term  mortgage  money. 
Also,  with  greater  prosperity,  the  proportion  of  young  (age  25 
to  34)  homeowners  increased  by  80  per  cent  from  1949  to  1959. 

Until  about  1930,  structures  with  two  or  more  dwelling  units 
represented  a  high  proportion  of  all  new  residential  construc- 
tion and  accounted  for  30  to  44  per  cent  of  total  nonfarm  con- 
struction during  the  building  boom  of  the  19205.  Beginning  in 
the  19305,  however,  the  proportions  began  to  alter:  227,000  new 
one-family  houses  were  under  construction  in  1930,  485,000  in 
1940,  and  over  a  million  in  the  peak  postwar  building  year  of 
1950. 

A  large  proportion  of  the  new  dwellings  were  built  with  two 
or  more  units  prior  to  1930  because  of  the  intensive  growth  of 
the  central  cities  and  their  resulting  high  densities.  After  1930, 
with  the  diminishing  availability  of  land  in  central  cities  for  new 
residential  growth  and  the  favorable  circumstances  of  credit  for 
home  buyers,  the  bulk  of  new  building  shifted  to  suburban  sin- 
gle-family houses.  Indeed,  only  twice  since  1940  (in  1943  and 
1960)  have  single-family  structures  made  up  less  than  80  per  cent 
of  the  new  dwelling  units  started  in  any  year. 

Chart  5.  Percentage  distribution  of  all  dwelling  units  by  type  of 
structure,  1956 
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The  two-family  structure,  typical  of  an  earlier  period,  now 
makes  up  only  5  per  cent  or  less  of  all  new  starts.  In  1950  only 
45,000  two-family  houses  and  in  1960  only  49,000  were  added  to 
the  housing  supply.  Chart  4  shows  the  percentage  of  nonfarm 
residential  starts  according  to  type  since  1920.  Chart  5  shows  the 
percentage  of  all  dwelling  units  by  type  in  1956. 

Condition  and  Equipment 

It  is  possible  for  older  residences  to  be  kept  in  such  good  con- 
dition and  to  be  so  modernized  and  re-equipped,  that  they  com- 
pare favorably  with  new  ones.  In  fact,  however,  older  homes  are 
rarely  well  maintained  unless  location  and  design  combine  to 
justify  high  annual  expenditures.  Most  of  the  housing  stock  de- 
teriorates and  becomes  obsolete.  The  age  of  all  dwelling  units  in 
1956  is  shown  in  Chart  6. 

According  to  the  preliminary  reports  of  the  1960  Census  of 
Housing,  American  housing  facilities  improved  substantially 
since  1950.  Occupied  housing  units  which  were  not  dilapidated 
and  which  contained  all  plumbing  facilities  constituted  only  64 
per  cent  of  all  occupied  units  in  1950  but  83  per  cent  in  1960. 
The  number  of  these  sound  units  increased  from  27.7  million  to 
44.2  million  in  these  ten  years.  In  the  period  the  number  of  di- 
lapidated units  was  reduced  from  4.5  million  units  to  3  million. 

Owner-occupied  houses  improved  most.  In  1960  close  to  90 
per  cent  of  owner-occupied  houses  were  not  dilapidated  and 
had  all  plumbing  facilities,  compared  with  about  70  per  cent  in 
1950.  Over  75  per  cent  of  renter-occupied  units  in  1960  were 

Chart  6.  Age  of  all  dwelling  units,  1956  percentage  distribution 
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not  dilapidated  and  contained  private  toilets,  baths,  and  hot  wa- 
ter. In  1950  only  59  per  cent  reached  that  level  of  quality. 

The  number  of  occupied  units  that  were  dilapidated  or  lacked 
some  or  all  plumbing  facilities  was  reduced  in  the  decade  by 
about  40  per  cent  to  8.8  million  in  1960.  The  distribution  of  these 
deficient  units  was  uneven.  Thus,  while  renters  constituted  about 
38  per  cent  of  the  households  in  1960,  they  occupied  more  than 
half  of  the  deficient  units.  Similarly,  the  South,  which  had  about 
30  per  cent  of  the  occupied  units  in  1960,  had  about  half  of  the 
housing  which  was  dilapidated  or  lacked  plumbing  facilities. 
Also,  among  Negroes  and  other  nonwhites,  one-half  of  the  renters 
and  one-third  of  the  owners  lived  in  units  that  were  substandard 
in  1960.  (In  the  total  population,  one-fourth  of  the  renters  and 
one-ninth  of  the  owners  lived  in  substandard  units.)  Despite  the 
significant  improvement  in  housing,  many  Americans  continue 
to  live  in  deficient  units  in  urban  and  metropolitan  areas  and 
elsewhere. 

Physical  substandardness  is  more  evident  in  the  rural  nonfarm 
than  in  the  urban  areas.  Actually  in  1950  only  15  per  cent  of 
urban  houses  had  plumbing  deficiencies  as  against  about  42  per 
cent  of  rural  nonfarm  houses.  (The  equivalent  1960  figures  were 
not  available  when  this  book  went  to  press.)  Moreover,  only 
2  per  cent  of  urban  dwelling  units  lacked  running  water,  but  22 
per  cent  of  rural  nonfarm  homes  were  deficient  in  this  respect. 
So  far  as  they  can  be  measured,  conditions  in  the  areas  that  are 
approaching  urbanization  are  worse  than  conditions  in  the  cit- 
ies. 

Within  the  standard  metropolitan  areas  of  the  country,  one 
and  one-half  million  units  existing  in  1950  were  significantly  im- 
proved in  quality  by  1956.  In  the  same  period,  three-quarters  of 
a  million  units  were  downgraded.  Half  of  the  upgraded  units 
were  in  the  central  cities  as  against  the  suburbs,  but  most  of  the 
downgraded  units  were  in  the  central  cities. 

Value  and  Rent 

The  median  value  for  owner-occupied  nonfarm  dwellings  in 
1950  was  $7,400  but  by  1956  had  reached  $11,400.  One-third  of 
the  owned  units  in  1950  were  higher-priced  properties  worth 
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$10,000  or  more.  Another  third  were  worth  $6,000  to  $10,000. 
The  remainder  were  worth  less  than  $6,000.  Of  these,  2 1  per  cent 
had  a  value  of  less  than  $4,000.  By  1956,  the  $10,000  and  over  cate- 
gory covered  59  per  cent  of  the  owner-occupied  nonfarm  dwell- 
ing units.  Twenty-two  per  cent  were  in  the  $6,000  to  $10,000  class 
and  the  remainder,  under  $6,000.  The  under  $4,000  class  had  de- 
creased from  21  per  cent  to  10  per  cent.  By  January,  1959,  the 
total  market  value  of  owner-occupied  nonfarm  houses  was  esti- 
mated at  $372  billion,  an  increase  from  $183  billion  in  1949. 

For  renter-occupied  nonfarm  dwelling  units,  the  median  gross 
monthly  rent  including  utilities  in  1950  was  $42  per  month.  By 
1956,  the  median  rent  had  reached  $60  per  month.  In  this  period, 
the  units  renting  at  $100  a  month  and  over  increased  from  less 
than  3  per  cent  to  about  10  per  cent.  Those  renting  at  $40  and 
under  decreased  from  44  per  cent  to  19.5  per  cent.  These  com- 
parisons between  1950  and  1956  values  and  rents  are  shown  in 
Chart  7. 

Chart  7.  Percentage  distribution  of  nonfarm  dwelling  units  by  value 
and  gross  monthly  rent,  1950  and  1956 


VALUE  (OWNER  OCCUPIED) 

GROSS  MONTHLY  RENT  (RENTER    OCCUPIED) 

Less  than  $20 
$20-29 
30-39 
40-49 
50-59 
60-99 

100  or 
more 

[~I9.0% 

I             114.3% 
Y//A  fi.7% 

1  occ  »hnn  Td  ODD    L  ,                      J  *-O.O  lo 

Less  tnan  q>^f,uuu  y////\  Q  fi  0/n 
$4,000  -  5,999  l^aqlj,6'0  % 

r  nnn    o  onn  1                          '  ^''^  ^ 

I                   1  20,6% 

v>,v/ww        */iJ*jj     Y//////y/////\2-'2-~^Ola 

1^^9.6% 

•ifinnn    H/I^OO  1                   I  tO.U  /o 

1                   1  20,4% 

lUjUUU    iH,yyy  V//////////////A'xiyi 

1              115.2% 
[  117.7% 

j  5,000  -19,999  \s///////A\i& 
20,000  or  more  \//////!(\2,Q0/0 

I       1  1950 
^1956 

V/////////y//////////A  40.9% 

n28% 

Source:   U.S.  Bureau  of  the  Census,  1956  National  Housing  Inventory, 
vol.  HI,  part  i,  1959,  table  3,  pp.  20-21. 


HOUSING   AND   THE    MARKET      39 

The  price  distribution  of  the  housing  stock  reflects  the  fact 
that  millions  of  families  can  afford  only  very  modestly  priced 
dwellings.  Several  millions  are  inhabiting  dwellings  valued  or 
rented  at  prices  so  low  as  to  suggest  that  they  must  have  been 
substandard  when  created,  or  have  suffered  from  lack  of  ade- 
quate maintenance  and  repair  for  many  years.  This  is  particu- 
larly true  of  the  rental  stock,  where  very  low  rentals  manifestly 
cannot  produce  any  appreciable  yield  to  the  owner  and  also 
taxes,  operating  costs,  and  maintenance  and  repair  costs.  Prob- 
ably it  is  the  last  which  is  the  first  to  be  sacrificed. 

Deteriorated  Areas 

Physical  condition  and  kind  of  equipment  are  only  part  of 
the  measure  of  housing  quality.  An  equally  important  factor,  but 
one  not  recognized  by  the  Census  Bureau,  is  location.  A  house 
may  be  a  sound  structure  and  have  adeqate  interior  plumbing, 
but  if  it  is  surrounded  by  factories  emitting  noxious  fumes  or 
fronts  on  a  street  used  twenty-four  hours  a  day  by  heavy  trucks, 
it  must  be  considered  locationally  substandard.  Its  economic  fu- 
ture as  a  dwelling  is  probably  dim. 

Locational  obsolescence  affects  a  far  larger  number  of  dwell- 
ings than  those  engulfed  in  areas  of  heavy  industry.  There  are 
many  standard  dwellings  in  neighborhoods  where  most  of  the 
other  dwellings  are  substandard  by  Census  Bureau  criteria. 
Though  physically  fit,  these  dwellings  are  locationally  unfit  be- 
cause they  rarely  can  withstand  neighborhood  blight.  A  large 
proportion  of  them  will  be  cleared  through  private  or  public  op- 
erations, or  will  fall  into  substandard  condition  during  the  next 
generation. 

The  Twentieth  Century  Fund  has  estimated  that  in  1950  two 
million  nondilapidated  units,  400,000  of  which  lacked  running 
water,  were  substandard  in  this  wider  sense  and  should  be  either 
rehabilitated  or  replaced.  The  Fund  based  its  estimate  on  the 
assumption  that  if  more  than  half  the  units  in  a  block  were  sub- 
standard (dilapidated  or  lacking  essential  plumbing  facilities), 
then  the  whole  block  was  substandard.  The  general  validity  of 
this  estimate  is  confirmed  by  the  fact  that  20  per  cent  of  the  units 
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demolished  in  slum  clearance  projects  were  of  standard  quality 
by  the  Census  Bureau  definition. 

Too  Much  Space  and  Too  Little 

Whether  housing  is  adequate  in  terms  of  space  depends  on 
the  size  and  other  characteristics  of  the  family.  Because  the 
quantity  of  housing  which  a  family  can  purchase  depends  on  in- 
come, which  usually  rises  over  the  life  cycle,  young  and  grow- 
ing families  tend  to  have  less  space  than  they  require,  while  older 
families  whose  children  have  left  home  may  have  too  much. 

The  median  size  of  American  dwellings  in  1950  was  four  and 
one-half  rooms,  about  the  same  as  it  had  been  ten  years  before 
and  a  little  smaller  than  in  1956.  Almost  a  quarter  of  all  urban 
dwelling  units  consisted  of  three  rooms  or  less,  and  close  to  an- 
other quarter  of  six  or  more.  Over  two-fifths  had  four  or  five 
rooms.  But  housing  space  is  by  no  means  evenly  distributed 
among  its  users.  For  example,  nearly  40  per  cent  of  all  households 
consisted  of  one  and  two  persons,  but  only  10  per  cent  of  the 
housing  supply  consisted  of  one-  and  two-room  dwelling  units. 
Thus,  30  per  cent  of  the  families  in  1950  lived  in  dwellings 
larger  than  suggested  by  their  family  size.  But  15  per  cent  of 
the  population  was  overcrowded  by  usual  housing  standards: 
this  group  lived  in  houses  in  which  there  were  more  persons  than 
rooms.  Five  and  one-half  per  cent  of  the  housing  supply  was  se- 
riously overcrowded  by  these  same  standards:  more  than  one 
and  one-half  persons  per  room.  Overcrowding — defined  as 
anything  above  one  person  per  room — was  much  more  prevalent 
in  tenant-occupied  than  in  owner-occupied  dwellings:  the  rate 
for  the  former  was  20  per  cent,  for  the  latter  10  per  cent. 

The  Market  and  Its  Limits 

The  market  for  housing  consists  primarily  of  an  existing 
stockpile.  The  one-fifth  of  American  households  who  move  in 
an  average  year  for  the  most  part  exchange  one  used  dwelling 
for  another.  Maintaining  and  altering  the  existing  housing  stock 
is,  therefore,  a  major  concern  of  the  housing  industry  and  of 
public  policy.  Not  only  does  new  residential  building  have  to 
compete  with  the  preponderant  supply  of  older  houses  in  design, 
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location,  and  price,  but  the  size  of  the  new  housing  market  is 
severely  limited  by  the  durability  and  adaptability  of  the  older 
houses.  Rarely  are  houses  demolished  because  of  physical  deteri- 
oration. More  often,  demolition  is  the  result  of  a  shift  of  land  to 
other  uses,  including  streets,  highways,  or  other  public  building. 

Because  of  this  relationship  between  new  production  and  total 
supply,  net  additions  to  the  housing  inventory  in  any  year  have 
less  impact  on  the  total  housing  supply  than  would  seem  to  be 
the  case  when  housing  starts  average  a  million  or  more  a  year. 
The  effect  of  new  housing  is  limited  largely  to  local  areas,  and 
even  to  distinct  submarkets,  in  terms  of  price  and  credit  terms 
or  rent  class,  location,  type  of  dwelling,  and  other  characteris- 
tics. The  entrepreneurs  engaged  in  new  building  can  have  little 
direct  influence  on  the  total  market.  The  many  resulting  uncer- 
tainties in  demand  add  to  the  risks  and  contribute  to  the  violence 
of  fluctuations  in  building  activity. 

Any  attempt  to  improve  the  functioning  of  the  housing  mar- 
ket must  face  two  basic  difficulties.  First,  the  market  for  new 
homes  is  small  and  affects  the  bulk  of  the  supply  very  slowly. 
Second,  the  existing  stock  in  recent  years  has  not  filtered 
down  to  successively  lower-income  users  until  the  dwellings 
were  deteriorated.  Reasonable  progress  requires  an  expansion  of 
the  market  for  new  housing,  radical  improvements  in  mainte- 
nance and  conversion,  and  equally  major  improvements  in  the 
filtration  process. 

Although  the  American  economy  provides  the  consumer  with 
a  choice  of  merchandise  which  is  unparallelled  in  human  history, 
it  limits  the  consumer's  choice  in  housing  in  a  number  of  impor- 
tant respects.  Only  about  half  of  all  consumer  families  in  the 
market  are  able  ever  to  get  new  homes  or  apartments;  the  rest  get 
houses  or  apartments  vacated  by  earlier  users.  Even  among  the 
former  half,  real  choice  is  limited  to  the  single  family,  detached 
suburban  home.  Only  if  the  family  is  white,  desires  to  live  in  a 
suburban  area  of  a  city,  does  not  mind  a  relatively  long  jour- 
ney to  work,  does  not  mind  mowing  a  large  lawn  and  maintain- 
ing a  large  lot,  wants  to  own  and  can  afford  to  do  so,  is  there  any 
substantial  range  of  choice  in  the  new-house  market.  If  such  a 
family  wants  to  live  near  the  central  part  of  the  city,  prefers  to 
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have  a  row  house,  or  rent  a  new  apartment  of  three  or  more 
bedrooms,  its  chances  of  rinding  new  housing  are  exceedingly 
small  in  most  urban  market  areas. 

Indeed,  the  number  of  families  not  served  according  to  their 
need  or  preference  by  the  housing  industry  is  larger  than  that 
served  by  it.  The  industry  builds  single-family,  detached  subur- 
ban homes  for  white  families  of  upper  and  middle  incomes  and 
mass  or  popular  tastes.  Its  production  for  families  of  other  types, 
in  other  locations,  and  in  other  sizes  and  price  ranges  is  limited. 
Most  families  are  eliminated  because  their  income  is  insufficient 
to  buy  or  rent  a  suitable  home;  others,  because  of  their  race  or 
religion.  And,  not  least  important,  in  most  cities  those  who  want 
to  buy  a  house  designed  by  one  of  America's  great  living  archi- 
tects find  that  builders  do  not  build  sales  houses  designed  by 
them. 

The  home-building  industry,  in  short,  responds  to  its  market 
much  as  Henry  Ford  is  said  to  have  responded  in  the  twenties  to 
his  market:  "They  can  have  it  any  color  they  want  as  long  as  it 
is  black." 

Can  Filtration  Work? 

Improvement  in  the  filtration  process,  by  which  homes  are 
successively  brought  within  the  reach  of  lower-income  groups, 
is  essential  to  a  more  effective  market.  Houses  originally  built 
for  higher-income  households  should  become  available  to  less 
well-to-do  families  at  lower  costs  when  the  houses  age,  and  when 
marked  changes  occur  in  preferences  for  style,  size,  or  location. 
Presumably  the  used  housing  would  be  better  housing  than  the 
new  occupants  had  previously  had  and  thus  would  find  a  ready- 
market. 

The  analogy  is  often  made  with  the  automobile  industry  and 
the  automobile  market.  Most  American  families  own  an  automo- 
bile. Although  many  cannot  afford  a  new  car,  families  of  even 
very  low  income  often  buy  a  used  car  in  reasonably  good  condi- 
tion. According  to  the  filtering  concept,  the  housing  market 
should  operate  in  the  same  way  to  provide  families  of  low  in- 
come with  good  used  houses,  passed  on  to  them  at  reduced 
prices  after  initial  occupancy  by  higher-income  families.  But  if 
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the  process  is  to  work  in  the  housing  market  as  it  does  in  the  au- 
tomobile market,  there  must  be  a  substantial  enough  increase  in 
the  production  of  new  housing  to  force  freer  circulation  of 
essentially  sound,  old  housing,  and  there  must  be  a  steady  re- 
moval of  substandard  and  blighted  housing  at  a  faster  rate  and 
in  larger  numbers  than  present  renewal  plans  contemplate. 

Because  of  the  extreme  swings  from  feast  to  famine  which 
characterize  residential  building  in  this  country,  the  filtering 
process  has  never  worked  consistently  and  effectively.  It  is 
true  that  housing  built  for  the  well-to-do  families  of  an  earlier 
period  has  come  to  provide  a  large  part  of  the  housing  supply 
for  families  of  much  lower  incomes.  As  the  city  engulfed  or  en- 
croached on  the  good  residential  areas  of  a  century  ago,  the  orig- 
inal owners  pulled  up  stakes  and  moved  still  farther  out.  But  this 
was  only  a  temporary  phenomenon  of  filtering  and  even  at  its 
best  did  not  provide  satisfactory  housing  for  the  new  users.  By 
the  time  the  nouses  became  available  to  them,  they  were  already 
locationally  obsolete  in  the  main.  Moreover,  they  were  unsuited, 
without  extensive  modernization  or  alteration,  to  the  needs  of 
the  families  who  could  afford  their  depreciated  value.  With- 
out the  pressure  of  competition  from  a  constantly  expanding 
supply  of  new  housing  in  the  upper  range  of  prices,  the  mansions 
and  large  apartments  of  a  few  generations  ago  thus  came  to  make 
up  a  large  part  of  the  blighted  and  "gray"  areas  of  today. 

There  are  a  number  of  reasons  why  the  filtration  process  has 
not  worked  effectively.  A  basic  obstacle  is  the  extreme  longev- 
ity of  housing.  Although  automobiles,  for  example,  depreciate 
very  rapidly,  houses  depreciate  only  gradually.  Moreover,  styles 
of  houses  go  out  of  fashion  slowly  and  a  house  may  in  fact  be 
worth  as  much  a  generation  after  its  construction  as  it  was  when 
new.  Another  obstacle  to  successful  filtering  is  that  large  initial 
investment  in  houses  combined  with  long-term  inflation  makes 
the  resale  of  houses  at  substantially  lower  prices  unlikely  dur- 
ing the  initial  amortization  period. 

Where  the  process  of  economic  depreciation  takes  a  very  long 
time,  the  houses  which  eventually  do  come  on  the  market  for 
lower-income  families  require  heavy  maintenance  or  repair. 
The  filtering  idea  assumes  that  respectable  housing  will  find  its 
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way  to  the  bottom  of  the  housing  ladder  without  substantial 
change  in  quality;  the  essence  of  the  theory  actually  is  a  decline 
in  value  which  is  based  on  a  decline  in  desirability — something 
quite  different  from  a  decline  in  physical  quality.  Obviously, 
unless  wholly  substandard  housing  is  continually  being  removed 
from  the  market,  the  end  product  of  the  filtering  process  is  the 
very  blight  which  public  policy  seeks  to  remedy. 

The  principal  requirement  for  successful  filtration,  then,  is  a 
volume  of  new  construction  sustained  for  a  long  enough  period 
at  a  high  enough  rate  to  create  the  surpluses  which  the  theory 
assumes.  But  the  market  normally  tends  to  prevent  surpluses  by 
a  reduction  in  the  volume  of  new  construction.  When  families 
buy  new  homes  and  vacate  old  ones,  the  vacated  dwellings  de- 
press the  prices  of  all  other  existing  houses  and  thus  attract  a 
higher  proportion  of  buyers.  New  construction  then  continues 
only  for  those  able  to  take  large  losses,  the  comparatively 
well-to-do.  Home  building  declines  until  new  family  formation 
has  absorbed  the  vacant  units.  Then  new  building  resumes,  but 
again  only  for  the  comparatively  well-to-do. 

In  times  of  acute  shortage,  as  in  the  period  immediately  fol- 
lowing World  War  II,  all  the  market  forces  act  to  inhibit  filter- 
ing. The  quality  of  used  housing  may  then  decline  without  a 
corresponding  decrease  in  price.  In  fact,  price  inflation  results  in 
"filtering  upward."  When  incomes  and  prices  drop  or  increase 
together,  each  income  group  tends  to  maintain  its  previous  rela- 
tive position  in  the  housing  market.  When  housing  prices  rise  as 
fast  as,  or  faster  than,  average  income,  as  they  did  in  the  mid- 
1950s,  little  effective  filtration  can  occur.  Successful  filtering  of 
the  housing  stock  is  often  impeded  also  because  racial  restric- 
tions and  discriminations  still  segment  the  market  at  any  level, 
but  most  particularly  at  the  levels  of  suburban  location  and  mid- 
dle incomes. 

It  is  clear  that  filtration  cannot  work  by  itself.  A  program  to 
improve  the  filtration  process  must  recognize  and  overcome  the 
difficulties  which  have  prevented  its  operation  with  any  degree 
of  success  in  the  past.  The  key  to  success — and  the  key  to  the 
outlook  of  this  book — is  the  enlargement  of  supply  through 
an  increased  volume  of  new  construction  which  will  force 
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down  the  prices  of  older  dwellings.  The  short  spurts  of  produc- 
tion in  past  boom  years  ended  before  they  could  aid  the  filtra- 
tion process  in  any  decisive  way.  If  production  is  to  be  increased 
substantially,  the  new  housing  market  must  be  considerably  ex- 
panded, making  it  possible  for  hundreds  of  thousands  of  addi- 
tional families  to  buy  or  rent  new  homes  each  year.  This  means 
changes  in  credit  aids  to  bring  new  housing  into  the  reach  of 
those  now  out  of  the  market,  reductions  in  the  cost  of  housing, 
and  major  shifts  in  consumer  behavior,  especially  among  the 
upper-income  groups  which  would  have  to  be  persuaded  to 
seek  superior  and  more  costly  housing.  At  the  same  time  vigorous 
public  effort  will  be  required  to  remove  the  most  dilapidated 
part  of  the  supply  from  the  market. 


THE  CONSUMER 


Chapter  4 

THE  ECONOMIC  BEHAVIOR  OF 
HOUSING  CONSUMERS 


Not  all  consumers  'want  the  same  kind  of  shelter.  The  allocation 
of  the  consumer  dollar  to  housing  varies  substantially  according 
to  income,  family  size,  age,  occupation,  education  and  race.  For 
example,  as  income  increases,  the  proportion  of  income  spent  on 
housing  goes  down.  As  another  example,  the  lowest  economic 
groups  have  a  surprisingly  high  rate  of  home  ownership,  but  only 
because  many  old  persons  with  small  retirement  incomes  own 
houses  for  which  they  paid  long  ago.  Also,  within  each  income 
class,  housing  expenditures  are  higher  for  white-collar  than  for 
blue-collar  workers. 

Consumers  as  a  whole  have  downgraded  housing  in  their  hier- 
archy of  values  and  expenditures,  thus  posing  a  serious  problem  to 
American  cities  in  their  efforts  to  renew  the  deteriorating  supply 
of  housing  and  to  the  housing  industry  in  its  efforts  to  increase  the 
supply  of  new  housing.  In  order  to  make  housing  more  competi- 
tive with  other  commodities,  the  industry  will  have  to  provide  a 
demonstrably  better  product  for  the  price,  and  appeal  to  a  wider 
range  of  incomes.  For  their  part,  consumers  will  have  to  realize 
that  unless  their  demand  for  housing  is  such  as  to  encourage  the 
industry  to  augment  the  supply,  and  local  government  to  con- 
serve and  enhance  its  value,  the  result  will  be  an  inevitable  limita- 
tion in  the  range  of  housing  choices  and  neighborhood  amenities. 
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In  our  economy,  the  consumer  is  presumed  to  be  sovereign  in 
the  market  place.  He  buys  what  he  wants  according  to  his  abil- 
ity to  pay  and  the  relative  satisfaction  he  expects  to  derive  from 
his  purchase  compared  with  other  things  he  might  buy.  In  the 
housing  market,  however,  the  consumer's  choice  is  often  limited 
by  noneconomic  factors.  He  may  not  be  able  to  find  the  kind 
of  dwelling  he  wants  in  the  location  he  prefers;  and,  because  of 
his  race  or  ethnic  origin,  he  may  not  be  permitted  to  bid  for  what 
he  wants.  But  despite  these  inequities  in  the  market,  many  of  the 
limitations  on  consumer  choice  in  housing  are  self-imposed. 

For  the  past  half  century  consumers  have  been  consistently 
spending  smaller  proportions  of  their  incomes  on  housing.  The 
trend  has  been  so  marked  that  Louis  Winnick  in  a  book  in  this 
series  says  that  "if  we  do  not  have  all  the  housing  we  want,  the 
proximate  cause  is  that  the  consumer  is  not  spending  enough." 
Statistical  studies  of  consumer  expenditures  show  the  decline 
in  dramatic  terms  by  their  separate  listing  of  household  equip- 
ment, for  which  expenditures  have  increased,  and  of  basic  shelter. 
Burnham  Kelly  takes  issue  with  this  method  in  another  book  in 
this  series.  He  says  that  the  line  between  the  basic  house  and  its 
equipment  is  fading  so  rapidly  that  economists  "should  go  be- 
yond the  statistics  on  housing  and  include  in  their  consideration 
expenditures  on  household  operation.  .  .  ."  But  even  when  this 
is  done,  the  combined  budget  allocation  for  shelter  and  equip- 
ment is  still  less  than  it  was  earlier  in  the  century.  The  relative 
drop  in  housing  expenditures  has  been  accompanied  by  increases 
in  expenditures  for  such  things  as  alcohol  and  tobacco,  vacations 
and  other  kinds  of  recreation,  and,  of  course,  the  automobile. 
To  the  extent  that  the  automobile  is  a  function  of  housing,  at 
least  in  suburban  locations,  transportation  dollars  may  have  to 
substitute  for  housing  dollars.  On  the  whole,  however,  it  is  fair 
to  conclude  that  consumers  prefer  to  spend  their  money  on  other 
things  than  housing. 

Characteristics  of  the  Housing  Consumer 

The  demand  for  housing  varies  with  changes  in  household  in- 
come, the  size  of  families,  and  the  age  and  other  characteristics 
of  the  population.  Beyond  this  constantly  shifting  pattern  of 
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demand,  the  housing  market  is  influenced  by  a  number  of  other 
factors  which  are  described  elsewhere  in  this  book.  For  example, 
the  fact  that  housing  is  immobile  and  has  a  much  longer  life  than 
other  consumer  goods  often  acts  as  a  brake  on  the  introduction 
of  new  design  both  for  houses  and  for  the  neighborhoods  in 
which  they  stand;  and  the  production  of  housing  is  very  sensitive  j 
to  the  general  level  of  economic  prosperity  and  the  availability 
of  credit. 

The  market  for  housing  is  enormous  because  every  person  re- 
quires shelter.  In  1960,  the  value  of  shelter  services  consumed  by 
the  nation  reached  the  all-time  high  of  $43  billion.  These  vast  ex- 
penditures came  from  a  market  consisting  of  53  million  spending 
units  in  1960,  of  which  about  90  per  cent  were  nonfarm.  They 
varied  greatly  in  incomes  and  requirements.  Income  distribution 
is  shown  in  Chart  8. 

A  trend  toward  improvement  in  income,  which  started  in  the 
late  19305,  continued  after  World  War  II.  Not  only  did  average 
family  income  after  taxes  increase  from  $4,000  to  $5,400  in  con- 
Chart  8.  Percentage  distribution  of  urban  family  income,  1950  and  1959 
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Chart  9.  Nonfarm  households  by  size,  1956 
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stant  dollars  in  the  period  between  1947  and  1959,  but  the  pro- 
portion of  families  in  the  lowest  income  groups  declined  no- 
tably. The  proportion  of  families  with  incomes  under  $3,000 
(in  1959  dollars)  declined  from  34  per  cent  to  23  per  cent,  while 
the  proportion  with  incomes  of  $5,000  or  more  increased  from  34 


Chart  10.  Nonfarm  households  by  number  of  children  under  18,  1956 
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per  cent  to  55  per  cent.  The  total  market  for  housing  represents  a 
collection  of  submarkets  made  up  of  numerous  groups  with  dif- 
ferent spending  patterns.  For  example,  the  proportion  of  income 
spent  on  housing  differs  substantially  for  professional  as  against 
blue-collar  families,  and  for  aged  couples  as  against  new  families 
who  do  not  yet  have  children.  The  major  household  subgroups 
constituting  the  market  are  shown  in  Charts  9,  10,  and  n,  which 
describe  the  distribution  of  nonfarm  households  in  1956  according 
to  the  size  of  household,  number  and  age  of  children,  and  age  of 
household  head.  The  important  effects  of  these  changing  charac- 
teristics of  the  population  on  the  consumption  of  housing  are  dis- 
cussed later  in  this  chapter.  (1956  figures  for  household  character- 
istics are  used  here  to  provide  comparability  with  the  1956  Na- 
tional Housing  Inventory  referred  to  in  other  parts  of  this  book.) 
A  full  understanding  of  the  structure  of  housing  demand  can  be 
obtained  only  by  examining  the  housing  expenditures  made  by 
families  in  each  of  the  subgroups.  Unfortunately,  the  most  com- 
prehensive data  available  for  this  purpose  are  old;  they  appear  in 
the  Study  of  Consumer  Expenditures  (SCE)  a  survey  made  in 
1950  by  the  Bureau  of  Labor  Statistics. 

Chart  11.  Age  of  household  heads,  urban  and  rural  nonfarm,  1956 
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The  survey  revealed  that  in  1950  urban  families  spent  an  aver- 
age of  almost  $600  per  year  for  housing  and  utilities.  This  sum 
included  a  very  small  amount  for  vacation  cottages.  Housing  ex- 
penditures amounted  to  15.2  per  cent  of  average  income  after 
taxes. 

The  survey  also  showed  that  as  family  income  increased,  the 
proportion  of  income  spent  on  housing  fell.  The  proportion  of 
income,  after  taxes,  allocated  to  housing  decreased  from  over 
50  per  cent  for  families  with  less  than  $1,000  in  income  to  18.0 
per  cent  in  the  $2,000  to  $3,000  income  bracket,  and  only  13.5 
per  cent  in  the  $5,000  to  $6,000  bracket.  Families  with  incomes 
of  $10,000  or  more  devoted  the  smallest  share — 9.1  per  cent — 
to  housing. 

The  principal  cause  of  the  high  expenditures  for  housing  by 
low-income  families  is  an  income  level  so  low  that  even  a  minimal 
outlay  for  housing  absorbs  a  disproportionately  high  share  of 
their  earnings.  It  is  also  true  that  low-income  families  often 
under-report  their  incomes.  Moreover,  their  reported  income 
may  not  be  a  fair  indication  of  their  actual  economic  position  be- 
cause of  temporary  unemployment.  Thus  consumption  may  be 
high  because  economic  expectations  are  higher  than  present 
circumstances  or  because  accumulated  assets  (such  as  savings  or 
inheritances  or  a  house  long  since  fully  paid  for)  do  not  show  up 
in  current  income. 

The  main  reason  for  the  shrinkage  in  the  percentage  of  hous- 
ing expenditures  as  incomes  increase  is  that  as  families  become 
increasingly  well-to-do  they  appear  to  derive  relatively  greater 
satisfaction  from  luxury  goods  than  from  improvements  in  hous- 
ing and  other  necessities.  Thus,  as  the  proportion  spent  on  hous- 
ing and  food  declines,  the  proportion  spent  on  clothing  and 
automobiles  rises  markedly,  as  shown  in  Chart  12. 

The  first  and  largest  item  in  every  family's  budget,  of  course, 
is  food  and  beverages.  In  the  Study  of  Consumer  Expenditures, 
the  proportion  of  total  consumption  expenditures  allocated  to 
this  category  in  1950  ranged  from  24.5  per  cent  to  36.3  per  cent. 
As  in  the  case  of  housing,  however,  at  higher  incomes  a  smaller 
share  was  spent  for  food.  At  incomes  of  $10,000  or  more,  food 
and  beverages  accounted  for  24.5  per  cent  of  total  consumption, 
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while  at  incomes  between  $2,000  and  $3,000  the  ratio  rose  to  34.7 
per  cent. 

The  second  largest  family  expenditure  is  either  housing  or 
transportation,  depending  on  the  family's  income  class.  With 
incomes  under  $5,000  families  allocated  larger  shares  of  con- 
sumption to  housing  than  to  transportation,  including  the  pur- 
chase price  of  an  automobile.  At  the  $2,000  to  $3,000  level,  for 
example,  17.6  per  cent  went  to  housing  and  utilities,  and  10.9  per 
cent  to  transportation.  At  the  $4,000  to  $5,000  level  the  propor- 
tions were  14.9  per  cent  and  14.4  per  cent.  In  the  $7,500  to  $10,- 
ooo  income  class,  the  proportions  were  reversed  in  startling 

Chart  12.  Selected  consumer  expenditures  as  percentages  of  total  con- 
sumption, by  income  groups,  U.S.  urban  families,  1950 
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degree.  Families  in  this  income  group  allocated  only  13.3  per 
cent  of  consumption  dollars  to  housing,  while  the  transportation 
share  increased  to  15.5  per  cent. 

WHO  OWNS   OR   RENTS? 

The  spectacular  rise  in  homeownership  which  occurred  be- 
tween 1940  and  1960,  when  the  number  of  nonfarm  homeowners 
far  exceeded  the  net  gain  in  homeownership  in  the  preceding 
150  years  of  American  history,  cannot  be  wholly  accounted  for 
by  any  single  factor.  Even  the  lowest  income  groups  have  a  high 
rate  of  homeownership.  In  the  Bureau  of  Labor  Statistics  study, 
however,  the  42  per  cent  of  families  with  less  than  $1,000  in  an- 
nual income  who  owned  their  own  homes  was  heavily 

Chart  13.  Homeownership  rate,  age  of  head,  and  size  of  family  by 
income,  U.S.  urban  families,  1950 
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weighted  with  older  persons  whose  houses  were  bought  in  earlier 
years  and  were  free  of  debt.  The  rate  of  homeownership 
dropped  to  35  per  cent  for  families  in  the  $2,000  to  $3,000  in- 
come group,  but,  as  Chart  1 3  shows,  increased  in  each  successive 
income  bracket. 

A  rise  in  the  homeownership  rate,  accompanied  by  higher 
incomes,  is  less  pronounced,  however,  for  childless  couples  than 
for  other  kinds  of  families.  Childless  couples  more  often  rent 
than  do  couples  of  the  same  age  and  income  who  have  children. 

The  study  revealed  a  significant  change  in  consumption  pat- 
terns when  families  shift  from  renting  to  homeownership.  For 
the  large  middle-income  group,  housing  outlays  (including 
utilities)  increased  with  home  purchases  from  a  range  of  12 
to  1 6  per  cent  to  a  range  of  20  to  22  per  cent  of  income  before 
taxes. 

Location  also  accounts  for  differences  in  the  amounts  families 
spend  on  housing.  Families  who  lived  in  the  suburbs  of  Northern 
cities  in  1950  spent  more  for  housing  and  utilities  than  did  fam- 
ilies in  any  other  part  of  the  country — $717  on  the  average.  Fam- 
ilies in  smaller  Southern  cities  averaged  only  $456  a  year. 

RELATIONSHIP   TO   SIZE  OF    FAMILY 

Next  to  size  of  income,  size  of  family  might  be  expected  to  be 
the  most  important  determinant  of  housing  expenditure.  This  is 
not  the  case,  however.  It  is  true  that  large  families  occupy  more 
space.  Five-person  households,  for  example,  averaged  5.40  rooms 
compared  with  4.39  for  two-person  households.  But  larger 
families  also  put  more  pressure  on  the  family  budget  for  food, 
clothing,  and  other  necessities.  Two-person  families  with  in- 
comes of  $3,000  to  ^4,000  devoted  30.4  per  cent  of  consumption 
expenditures  to  food  and  beverages  in  1950,  but  five-person  fam- 
ilies with  the  same  income  spent  36.4  per  cent.  Inevitably,  the 
pressure  for  all  necessities  causes  large  families  to  spend  less  on 
their  housing  in  proportion  to  their  incomes.  A  family  in  the 
$4,000  to  $5,000  range  devoted  15.7  per  cent  of  consumption 
dollars  to  housing  if  the  family  was  composed  of  two  persons, 
15.3  per  cent  if  three  persons,  14.5  per  cent  if  four  persons,  anJ 
13.9  per  cent  if  five  persons. 
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Obviously,  if  large  families  spend  less  on  housing  but  still  ob- 
tain more  space,  they  must  compromise  with  quality.  The  1950 
Housing  Census  found  that  nearly  one  out  of  three  households 
with  seven  or  more  persons  lived  in  dilapidated  units  compared 
with  one  out  of  nine  for  all  households.  Another  penalty  of  fam- 
ily size  is  overcrowding.  Of  all  the  1950  nonfarm  households 
which  occupied  space  at  a  ratio  of  more  than  two  persons  to 
a  room,  80  per  cent  were  households  of  five  or  more  persons. 
(The  1960  figures  will  be  available  only  after  this  book  is  pub- 
lished.) 

The  family  life  cycle,  as  the  accompanying  table  reveals,  is 
paralleled  by  a  corresponding  life  cycle  in  the  expenditure  pat- 
terns for  housing.  There  is  also  a  life  cycle  in  the  mortgage  in- 
debtedness of  families,  but  the  SCE  excluded  mortgage  amortiza- 
tion from  housing  costs,  thereby  systematically  understating  the 
current  cash  outlays  for  housing  of  younger  and  middle-aged 
families  in  relation  to  older  families.  Families  of  the  same  incomes 
but  of  different  ages  and  composition  had  different  rates  of 
homeownership.  For  example,  across  an  age  span  of  about  fifteen 
years  (20  to  35)  families  with  an  income  differential  of  only  $826 
($3,050  to  $3,876)  showed  ownership  ratios  varying  from  13 
per  cent  to  34  per  cent  as  average  family  size  increased  from  2.5 
persons  to  3.3  persons.  The  national  trend  in  homeownership 
must  be  constantly  viewed,  therefore,  against  changes  in  the  na- 
tion's demographic  structure  as  well  as  in  income,  mortgage 
terms,  and  housing  prices. 

The  housing  expenditures  of  older  families  in  each  income 
group  were  higher  than  might  be  expected  in  terms  of  family 
size.  The  possibility  is  strong  that  these  families,  whose  present 
housing  is  the  result  of  past  decisions,  were  overspending  on 
housing  compared  with  other  goods  and  services.  Clearly,  they 
had  more  space  than  their  size  indicated  was  required.  One  of  the 
principal  impediments  to  a  more  efficient  distribution  of  hous- 
ing space  is  the  reluctance  of  older  families  to  move  to  smaller 
quarters  when  their  size  decreases.  But  it  is  often  difficult  for 
older  people  to  make  more  suitable  arrangements.  Credit,  for  ex- 
ample, may  be  hard  to  arrange  if  mortgage  financing  is  necessary 
to  exchange  a  larger  unit  for  a  smaller  one.  Rental  units  in  de- 
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sired  locations  are  often  unavailable.  Most  important,  perhaps, 
is  the  sense  of  security  the  older  couple  feels  in  retaining  its  own 
home,  one  that  is  not  only  comfortingly  familiar  but  long  since 
amortized. 

OCCUPATION,   EDUCATION,   AND   RACE 

Housing  expenditures  vary  with  occupation  and  education 
within  each  income  class. 

As  consumers  acquire  more  education  and  move  out  of  blue- 
collar  occupations,  they  spend  more  for  housing.  In  1950,  families 
in  all  income  groups  up  to  $6,000  spent  more  on  housing  if  they 
were  clerical  and  sales  employees,  salaried  professionals,  or  self- 
employed  than  if  they  were  skilled  or  unskilled  wage  earners.  The 
salaried  professional  whose  income  was  between  $4,000  and  $5,000 
spent  $787  for  housing,  while  the  skilled  worker  with  the  same 
income  spent  only  $627.  Even  the  salaried  professional  who  earned 
only  $2,000  to  $3,000  spent  $510  on  housing,  while  the  skilled 
worker  with  the  same  income  spent  only  $474.  (See  table  on  next 
page.)  Occupational  status  is  so  closely  linked  to  educational 
attainment  that  much  the  same  proportions  exist  when  housing 
expenditures  are  compared  with  the  number  of  years  of  education. 

Finally,  the  SCE  revealed  important  differences  in  the  housing 
expenditures  of  Negroes  compared  with  those  of  whites.  On  the 
whole,  Negro  families  spent  less  on  housing  than  did  white  fam- 
ilies of  the  same  size  and  income;  this  was  especially  true  in  the 
lower  income  classes  and  in  the  South.  (See  Chart  14.)  In 
evaluating  the  study's  data  it  is  important  to  bear  in  mind  that 
the  size  and  quality  of  the  housing  obtained  is  not  known.  Be- 
cause of  discrimination,  Negroes  usually  pay  an  excessive  pre- 
mium for  successful  entry  into  the  middle-income  part  of  the 
market.  Moreover,  the  housing  burden  for  all  Negro  families  is 
higher  than  that  for  white  families.  Even  when  they  spend  the 
same  amount  as  whites,  Negroes  rarely  obtain  the  same  level  of 
quality  in  housing  and  neighborhood  amenities.  Because  they  get 
less  for  their  money  they  appear  to  react  by  spending  more  on 
other  consumer  goods  like  food,  beverages,  and  clothing. 
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Chart   14.   Housing  expenditure  by  race  and  income  for  selected 
family  sizes  in  urban  areas,  1950 
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Source:  U.S.  Bureau  of  Labor  Statistics  and  Wharton  School  of  Business 
and  Finance,  Study  of  Consumer  Expenditures,  vol.  XVIII,  University  of 
Pennsylvania,  1956,  table  lo-d. 


THE   ECONOMIC   BEHAVIOR   OF   HOUSING    CONSUMERS      63 

Historical  Trends  in  Housing  Expenditures 

There  has  been  a  long-term  relative  decline  in  housing  expendi- 
tures. This  trend  toward  a  decreased  rate  of  spending  for  housing 
is  shown  in  the  national  income  accounts:  housing  outlays,  as  a 
part  of  total  consumption,  dropped  from  19  per  cent  to  1 3  per  cent 
between  1909  and  1960.  During  the  same  period  combined  ex- 
penditures for  transportation  and  recreation  more  than  dou- 
bled. 

The  shift  in  national  resources  away  from  housing  also  shows 
up  in  the  drop  in  the  per  capita  value  of  the  nonfarm  housing 
supply.  Studies  by  Leo  Grebler  for  the  National  Bureau  of  Eco- 
nomic Research  show  that  at  the  end  of  1955  the  value  was  7  per 
cent  less  than  in  1900,  and  15  per  cent  less  than  after  the  great 
building  boom  of  the  19205.  The  impact  of  wars  and  depression  on 
housing  is  evidently  very  strong.  The  first  major  decline  in  per 
capita  housing  wealth  since  records  have  been  accurate  enough  to 
give  the  picture  showed  up  right  after  World  War  I,  and  the  sec- 
ond and  more  important  sag  was  the  result  of  the  collapse  of  the 
construction  industry  during  the  19308  and  the  restrictions  on  pri- 
vate building  occasioned  by  military  requirements  as  the  nation 
entered  World  War  II. 

The  per  capita  value  of  housing  in  1900  was  $793.  (All  values 
in  this  paragraph  are  in  1929  dollars.)  Yet  in  spite  of  such  tem- 
porary advances  as  a  jump  during  the  19205,  when  per  capita 
value  reached  a  peak  of  $870,  and  a  slow  climb  after  World  War 
II,  the  long-run  pattern  of  decline  has  been  undeniable.  In  1955, 
per  capita  housing  value  stood  at  about  $740,  or  less  than  in 
1900.  This  is  an  especially  significant  point  of  comparison  in  the 
light  of  the  fact  that  1955  was  the  seventh  successive  year  in 
which  housing  starts  had  topped  one  million.  But  despite  the  re- 
covery in  per  capita  value  which  accompanied  the  postwar 
building  boom,  the  increase  in  the  decade  was  only  half  as  great 
as  the  gain  made  in  the  ten  years  between  the  close  of  World  War 
I  and  the  onset  of  the  Depression. 

In  part  the  decline  represents  the  decrease  in  the  size  and  real 
value  of  new  dwelling  units.  Dwelling  units  built  during  the 
19205  averaged  4.81  rooms  compared  with  an  average  of  4.26 
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for  those  built  between  1940  and  1950.  The  trend  toward  less 
floor  area,  a  more  accurate  measure  of  size,  is  reflected  in  statis- 
tics for  new  FHA  houses,  which  decreased  from  an  average  of 
1,177  square  feet  to  983  square  feet  between  1935  and  1950.  Since 
1950,  there  has  been  some  reversal  of  this  trend,  and  a  higher 
proportion  of  four-  and  five-bedroom  houses  is  now  being  built. 
In  1960,  the  average  new  FHA  home  was  1,091  square  feet  in  size 
and  it  contained  5 1/2  rooms. 

The  real  value  per  new  dwelling  unit,  measured  in  constant 
dollars,  declined  about  40  per  cent  between  1890  and  1950,  de- 
spite more  mechanical  and  electrical  equipment.  In  addition  to 
the  decline  in  number  of  rooms,  a  fact  occasioned  in  part  by  the 
conversions  of  large  units  to  small  units  during  the  19305  and 
19405,  this  drop  in  value  is  also  explained  by  regional  population 
shifts  to  the  South  and  West,  where  climatic  conditions  permit 
less  expensive  construction.  The  trend  toward  lighter  and  less 
expensive  materials  also  reduced  the  value  of  new  homes. 

To  what  extent  is  the  decline  in  the  real  per  capita  value  of  the 
housing  stock  explained  by  a  shift  in  consumer  preferences  away 
from  housing?  Just  how  favorable  is  the  prospect  for  persuading 
America's  consumers  to  rank  housing  higher  in  their  budget  al- 
locations? The  SCE  data  make  clear  that  some  decline  in  the  pro- 
portion of  housing  expenditures  to  total  expenditures  must  be 
expected  as  real  incomes  rise.  Louis  Winnick  in  another  book  in 
this  series  says,  however,  that  "the  long-run  rise  in  residential  con- 
struction costs  must  ...  be  placed  at  the  very  center  of  any  ex- 
planation of  why  consumer  demand  for  housing  has  been  dispro- 
portionate to  the  rise  in  real  income  and  why  housing  appears  to 
be  a  continuing  problem  for  America  and  indeed  for  every  indus- 
trial country."  Residential  construction  costs  have  risen  steadily 
since  the  prewar  housing  peak  in  1925  without  rendering  any  ap- 
preciable advantage  to  the  housing  commodity  as  a  whole.  Be- 
tween 1925  and  1960  (using  the  same  base)  costs  have  risen  more 
than  two  and  a  half  times,  vastly  more  than  the  rise  in  wholesale 
prices  or  in  the  prices  of  consumer  goods  and  services.  The  prices 
of  building  materials  have  risen  much  more  rapidly  than  all  whole- 
sale prices,  while  building  wage  rates  have  increased  faster  than 
the  prices  of  materials.  If,  as  a  result,  prices  of  housing  continue 
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to  rise  at  a  higher  rate  than  incomes,  without  any  apprecia- 
ble improvement  in  the  product,  the  prospect  for  stimulating 
much  greater  relative  expenditures  for  housing  would  seem  to 
be  doubtful. 

A  different  set  of  accounts  reinforces  this  view.  In  1929  the 
per  capita  money  income  (after  taxes)  in  the  United  States  was 
$682;  by  1955  it  had  increased  to  $1,629.  Nevertheless,  despite 
an  increase  in  real  purchasing  power  of  over  50  per  cent,  the 
average  consumer  with  a  $682  income  in  1929  could  buy  more 
housing  than  his  1955  counterpart  with  a  money  income  of 
$1,629.  Since  1955  the  difference  has  probably  been  widening. 

Important  as  they  are,  rising  costs  are  not  the  only  explanation 
for  the  low  value  consumers  put  on  housing.  As  pointed 
out  earlier  in  this  chapter,  the  decline  in  housing  expenditures 
must  also  be  attributed  to  the  consumer's  growing  preference 
for  other  commodities.  But  the  volume  of  all  spending  by  con- 
sumers is  so  high  that  a  small  shift  in  the  amount  that  goes  to 
housing,  assuming  that  a  runaway  inflation  in  construction  costs 
were  avoided,  could  result  in  a  much  higher  volume  of  construc- 
tion and  improved  housing  standards.  Even  a  single  percentage 
point  rise  in  the  share  of  housing  expenditures  would  have  a 
dramatic  effect.  And  if  consumers  did  in  fact  devote  the  fre- 
quently advocated  20  per  cent  of  their  budgets  to  housing,  cur- 
rent housing  expenditures  would  rise  by  many  billions. 

In  the  second  half  of  the  1950-1960  decade,  some  new  char- 
acteristics of  demand  appeared  which  strengthen  the  possibility 
that  consumers  might  devote  a  larger  share  of  their  budgets  to 
housing  in  the  years  ahead.  One  is  the  improvement  in  the  posi- 
tion of  minority  groups,  who,  because  of  various  kinds  of  dis- 
crimination, have  been  prevented  heretofore  from  applying 
their  gains  in  real  income  to  housing.  Another  is  an  emerging 
shift  in  the  hierarchy  of  consumer  values  which  suggests  that  as 
consumer  incomes  rise,  a  large  part  of  the  increase  might  be  di- 
rected to  housing  if  the  convenience  and  attractiveness  of  the 
product  were  improved. 


Chapter  5 

THE  DISFRANCHISED 
CONSUMER 


Low-income  families,  Negroes  and  other  racial  minorities  are 
unable  to  compete  in  the  housing  market.  Not  only  are  large  num- 
bers of  the  homes  of  these  groups  substandard  physically ,  but  they 
are  overcrowded  and  heavily  concentrated  in  decaying  or  segre- 
gated areas.  Persons  who  live  in  such  areas  are  most  likely  to  be 
displaced  by  slum  clearance  programs,  urban  highway  programs, 
and  municipal  capital  improvements  of  all  kinds.  Although  Fed- 
eral and  state  laws  require  relocation  in  "decent,  safe,  and  sani- 
tary" housing,  such  housing  is  not  always  available. 

Social  discrimination  not  only  limits  the  housing  available  to 
Negroes  and  other  minority  groups  but  also  restricts  their  job 
opportunities  and  hence  their  income.  Low  income  and  restricted 
choices  of  where  to  live  are  thus  interlinked  as  the  causes  of  so 
heavy  a  concentration  of  Negroes  and  other  racial  minorities  in 
slum  housing. 

But  racial  discrimination  limits  the  housing  market  even  for 
upper-income  families  of  minority  origin.  New  building  open  to 
Negroes  is  rare,  small  in  volume,  and  usually  segregated;  mort- 
gage loans  are  often  unobtainable,  or  differentially  priced;  real 
estate  brokers  often  restrict  offerings  to  segregated  areas  or  areas 
in  rapid  transition. 

Both  .Federal  and  state  courts  are  beginning  to  enforce  non- 
discriminatory  measures  in  the  sale  or  rental  of  new  housing; 
some  builders  are  trying  to  break  through  traditions  of  local 
discrimination;  lenders  are  experimenting  with  ways  to  provide 
more  mortgage  money  to  minority  families;  and  the  FHA  and 
66 
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VA  are  pursuing  mortgage  insurance  and  guarantee  policies 
'which  recognize  equality  of  opportunity  in  Federal  aids.  Be- 
yond these  scattered  but  not  inconsiderable  improvements,  per- 
haps the  most  optimistic  outlook  for  the  future  comes  from  the 
rise  in  the  incomes  of  nonwhite  urban  families. 

The  rapidly  growing  number  of  aged  persons  and  couples  con- 
stitutes the  second  largest  group  of  the  underprivileged  in  housing. 
Their  special  problems  are  receiving  increasing  attention  -from 
public  and  private  agencies. 

Discrimination  of  various  types  can  be  farther  abated  by  court 
decisions,  state  and  local  laws,  and  changing  business  and  public 
attitudes.  A  variety  of  experiments  are  required  to  devise  new 
ways  of  providing  housing  for  low-income  families  through  public 
housing,  rehabilitation  of  existing  homes,  and  experiments  with 
direct  rent-subsidy  plans  linked  with  strong  code  enforcement  and 
an  expansion  of  the  supply  of  new  housing. 


The  actual  operation  of  the  housing  market,  as  we  have  seen, 
falls  far  short  of  the  ideal  concept  of  a  free  market  in  a  democra- 
tic society.  Consumer  sovereignty  is  often  more  fiction  than  fact 
because  of  the  many  impediments  in  production  and  marketing 
which  limit  the  output  and  availability  of  the  kind  of  housing 
families  need  and  at  the  prices  they  are  willing  to  pay.  This  chap- 
ter deals  with  the  group  of  consumers  who  because  of  low  in- 
comes or  discrimination  (or  both)  have  no  effective  vote  in  the 
housing  market — the  disfranchised  consumers. 

Disfranchisement  in  housing  is  not  primarily  a  political  term 
in  the  sense  that,  for  example,  citizens  of  the  District  of  Co- 
lumbia are  disfranchised  in  local  affairs.  It  refers  instead  to  the 
barriers  to  choice  imposed  on  some  consumers  in  the  housing 
market  by  such  factors  as  traditional  attitudes  toward  race,  re- 
ligious belief,  or  national  origin. 

Race  and  poverty  are  formidable  forms  of  disfranchisement  in 
the  housing  market.  When  they  operate  together,  they  virtually 
eliminate  freedom  of  choice  in  housing.  Insofar  as  the  problem  is 
economic,  the  fact  that  real  incomes  are  rising  at  a  substantial 
rate  and  tend  toward  less  inequality  is  a  hopeful  sign.  Insofar  as 
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the  problem  is  one  of  racial  discrimination,  advances  are  also 
occurring,  even  though  in  the  aggregate  they  are  still  small. 

Beyond  the  centrally  significant  disfranchisements  which  race 
and  low  income  impose  are  the  less  obvious  conditions  at  the  rim. 
Because  of  the  sharp  constriction  of  the  immigration  laws,  the 
problem  is  no  longer  how  and  where  to  house  masses  of  new  and 
unassimilated  immigrants  from  foreign  countries.  Migrants,  how- 
ever, as  distinct  from  immigrants — that  is,  new  arrivals  from 
the  South,  white  as  well  as  Negro,  and  from  Puerto  Rico — are  a 
large  portion  of  the  disadvantaged  group  in  housing  today.  In 
quite  a  different  but  equally  real  sense,  some  of  the  aged  likewise 
undergo  aspects  of  disfranchisement;  and  in  a  steadily  aging  so- 
ciety such  as  ours,  they  represent  a  group  which  will  be  moving 
more  and  more  toward  the  focus  of  importance. 

Low-Income  Consumers 

Of  all  the  disadvantaged  consumers  of  housing,  those  with  low 
incomes  are  the  most  numerous.  Their  position  is  most  serious 
when,  as  is  often  the  case,  low  incomes  accompany  handicaps 
of  race,  ethnic  origin,  or  age. 

In  1959,  the  median  annual  income  of  all  urban  families  (and 
unrelated  individuals)  was  $5,755.  About  one-fourth  had  in- 
comes below  $4,000,  the  budget  needed  for  a  minimum  decent 
standard  of  living.  One-tenth  had  incomes  of  less  than  $2,000  a 
year.  This  group  consists  to  a  considerable  extent  of  broken  fam- 
ilies, the  aged,  and  the  minorities — particularly  the  new  arrivals 
in  the  city  from  the  rural  South,  Puerto  Rico,  and  Mexico. 

Roughly  half  of  all  low-income  families  in  the  United  States 
occupy  substandard  housing.  In  1956,  45  per  cent  of  the  owned 
units  occupied  by  families  with  less  than  $2,000  in  income  were 
of  substandard  quality.  Among  renter  families,  the  correspond- 
ing percentage  was  57.  In  the  next  income  category,  $2,000  to 
$3,999  (which  accounted  for  one-fifth  of  urban  families  in  1956), 
25  per  cent  of  owned  units  in  the  United  States  and  31  per  cent 
of  rented  units  were  substandard. 

Despite  the  poor  quality  and  overcrowding  of  housing  oc- 
cupied by  low-income  families,  housing  costs  exert  a  heavy  pres- 
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sure  on  family  budgets.  For  example,  in  1956  in  standard 
metropolitan  areas  41  per  cent  of  renters  with  incomes  of  $2,000 
or  less  paid  more  than  30  per  cent  of  their  income  for  rent.  And 
among  the  owners  with  incomes  of  $2,000  or  less,  70  per  cent 
had  homes  valued  at  $6,000  or  more  or  at  least  three  times  their 
income.  Although  the  incomes  of  some  families  are  temporarily 
low,  and  thus  do  not  always  provide  an  accurate  correlation  be- 
tween size  of  income  and  value  of  the  dwelling,  it  is  generally 
true  that  most  low-income  families  spend  larger  proportions  of 
their  incomes  for  rent  or  housing  expense  than  they  can  reason- 
ably afford.  This  means  that  their  expenditures  for  food,  cloth- 
ing, education,  recreation,  and  other  essentials  to  a  healthy  and 
productive  life  are  reduced  below  levels  which  enable  them  to 
maintain  their  full  contribution  to  society. 

Of  course,  few  very  low-income  families  are  in  the  new 
house  market,  as  is  apparent  in  the  accompanying  table.  This 
table  shows  that  builders  and  realtors  using  FHA  mortgage 
financing  sold  few  houses  in  1959  to  families  in  the  lowest  30  per 

TABLE  3.     INCOME  OF  PURCHASERS  OF  HOMES  WITH  FHA  MORTGAGES,  1959 


Percentage  of 

Percentage  of 

Percentage  of 

Income  group 

urban  families 
in 

new  homes 
bought  by 

existing  homes 
bought  by 

income  group 

income  group 

income  group 

Under  $4,000 

28.0 

1.9 

4.0 

$4,000-85,999 

25.2 

28.9 

33.8 

$6,000-$7,999 

20.7 

36.9 

32.6 

$8,000-$9,999 

11.9 

20.3 

17.7 

$10,000  and  over 

14.1 

12.0 

11.9 

Sources:  U.S.  Department  of  Commerce,  Bureau  of  the  Census,  Current 
Population  Reports,  series  P-60,  no.  35,  Jan.  5,  1961,  p.  23;  and  U.S.  Federal 
Housing  Administration,  26th  Annual  Report,  1959,  p.  74. 

cent  of  the  income  distribution.  Less  than  2  per  cent  of  the  new 
housing  went  to  these  families.  Even  after  allowance  for  the  par- 
tial nature  of  the  data,  this  is  convincing  evidence  that  the 
home-building  industry  does  not  serve  many  American  families. 
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PUBLIC   HOUSING 

Historically,  one  of  the  first  methods  of  providing  better 
housing  for  low-income  families  was  through  public  housing. 
Although  Federal  and  state  governments  had  experimented  with 
public  housing  in  earlier  periods,  it  was  not  until  1937  that  Con- 
gress adopted  the  United  States  Housing  Act  which  authorized  a 
continuing  program  of  Federal  loans  and  annual  subsidies  for 
low-rent  public  housing. 

The  Housing  Act  of  1949  extended  the  Federally  aided  low- 
rent  housing  program,  and  several  states  have  subsequently  au- 
thorized programs  of  public  housing  aided  by  the  state  or  by  its 
municipalities.  In  New  York  State  these  exceed  the  Federally 
aided  housing  programs.  In  total,  however,  all  public  housing 
programs  represent  fewer  than  a  million  and  a  half  dwelling 
units,  or  between  2  and  3  per  cent  of  the  total  housing  supply 
in  the  United  States.  Thus  they  are  less  significant  in  quantity 
than  trailers  and  motels,  or  summer  cottages.  In  only  a  few.  cities 
does  public  housing  constitute  a  significant  portion  of  the  hous- 
ing supply.  This  is  true  even  though  virtually  all  large  cities  have 
some  public  housing  and  a  duly  constituted  housing  authority, 
and  virtually  all  of  the  states  have  public  housing  legislation. 

Public  housing  programs  have  a  vastly  larger  significance  in 
human  terms  than  their  size  would  indicate.  In  many  cities, 
public  housing  constitutes  practically  the  only  new  housing  built 
for  Negro  families  and  also  the  only  new  housing  built  during 
the  last  half  century  which  provides  decent,  safe,  and  sanitary 
dwellings  for  families  of  low  incomes.  In  a  few  cities  a  substan- 
tial proportion  of  dilapidated,  unsafe,  and  unsanitary  dwellings 
has  been  cleared  and  replaced  by  public  housing.  Public  housing 
accounts  for  a  very  large  proportion  of  all  efforts  to  clear  slums 
and  to  replace  them  with  sound  dwellings.  Public  housing  also 
provides  a  large  part  of  the  special  housing  for  the  aged.  Thus,  in 
March,  1961,  482  of  the  829  Federally  subsidized  public  housing 
units  put  under  contract  were  for  the  aged. 

Public  housing  has  great  significance  for  the  urban  renewal 
effort  in  which  virtually  all  cities  are  engaged.  It  constitutes  the 
only  supply  of  housing  over  which  public  officials  have  effective 
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control  and  which  they  can  make  available  for  the  relocation  of 
families  displaced  by  urban  renewal,  highway  construction,  and 
related  programs.  Despite  the  strenuous  efforts  of  local  au- 
thorities to  find  dwellings  in  the  existing  supply  for  families  dis- 
placed as  a  result  of  slum  clearance  and  public  works,  the  num- 
ber of  such  dwellings  in  good  condition  and  at  low  enough  rents 
is  small  indeed. 

FAMILY   SUBSIDIES    AND   RENT   CERTIFICATES 

A  possible  alternative  to  public  housing  as  a  means  of  solving 
the  housing  problem  of  low-income  families  is  the  public  pro- 
vision of  family  subsidies.  In  Scandinavian  countries,  family  sub- 
sidies provide  additional  income  directly  from  the  state  to  any 
family  having  an  income  lower  than  that  considered  necessary 
for  decent  living.  Such  subsidies  typically  go  to  very  large 
families  or  to  families  whose  principal  wage  earner  is  in  an  un- 
skilled or  low-paid  occupation.  Under  the  family  subsidy 
scheme,  it  is  possible  for  families  even  in  the  lowest  income 
groups  to  purchase  or  rent  a  home  in  Scandinavian  nonprofit 
housing  cooperatives. 

Welfare  agencies  in  many  states  in  this  country  do  issue  rent 
certificates  to  families  on  relief.  During  the  depression  years, 
millions  of  families  received  such  payments.  In  typical  postwar 
years  five  million  or  more  "cases"  received  some  form  of  public 
assistance,  but  these  included  both  families  and  individuals,  and 
recipients  of  categorical  aids  such  as  old  age  pensions  and  aid 
for  the  blind  and  general  assistance  or  welfare.  Some  groups, 
however,  have  long  urged  a  form  of  rent  subsidy  more  like  the 
Scandinavian,  where  the  subsidy  is  a  matter  of  right  for  any  fam- 
ily receiving  less  than  a  certain  income.  In  the  United  States, 
comparable  rent  payments  are  made  only  to  families  on  relief 
who  are,  or  may  be  required  to  be,  pauperized  prior  to  the  re- 
ceipt of  aid. 

Welfare  agencies  here  and  abroad  resist  the  notion  that  fam- 
ilies must  be  pauperized  in  order  to  obtain  shelter  assistance  from 
the  state.  However,  housing  specialists  in  the  United  States  usu- 
ally oppose  the  broader  rent  certificate  plan  on  the  grounds 
that  it  would  be  too  expensive  and  that  it  would  not  contribute 
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to  the  expansion  of  the  housing  supply.  The  expenditure  of  sev- 
eral billion  dollars  per  year  for  rent  subsidies  would  evoke  a  cor- 
responding improvement  in  the  housing  supply  only  if  it  could 
be  linked  to  a  continuing  program  of  housing  code  enforcement 
and  new  building.  Without  this  safeguard,  the  sum  would  create 
inflationary  pressures  which  would  raise  the  prices  or  rents  on 
the  old,  substandard  housing  occupied  by  the  families  that  would 
be  eligible  for  the  subsidies.  Eventually,  of  course,  the  increased 
consumer  demand  arising  from  family  subsidies  might  result 
in  some  increased  production  of  new  housing.  But  in  the  mean- 
time the  excessive  demand  relative  to  the  fairly  stable  supply  of 
housing  could  create  large  windfall  gains  for  the  owners  of 
substandard  properties  and  low-priced  units. 

In  an  attempt  to  overcome  the  obvious  disadvantages  of  the 
rent  certificate  scheme,  it  has  been  proposed  that  rent  certificates 
should  be  made  available  only  for  use  in  newly  built  dwellings. 
Such  a  plan  would  face  difficulties:  for  one  thing,  it  could  easily 
create  captive  markets  for  certain  builders. 

Nevertheless,  a  family  subsidy  program  can  be  an  effective 
alternative  to  public  housing  if  it  is  coupled  with  code  enforce- 
ment and  with  direct  aids  to  cooperative  and  other  developers 
which  would  assure  an  additional  new  volume  of  private  con- 
struction exceeding  the  value  of  the  subsidy.  Over  a  period  of 
a  decade,  a  general  family  subsidy  plan  might  meet  the  needs 
for  housing  of  millions  of  families  who  now  lack  adequate  shel- 
ter and  have  little  prospect  of  obtaining  it  in  the  foreseeable 
future. 

REHABILITATION   AND   CODE   ENFORCEMENT 

Several  national  groups,  most  prominent  among  them  the  Na- 
tional Association  of  Real  Estate  Boards,  have  urged  that  ex- 
tensive programs  of  rehabilitation  be  employed  as  at  least  a 
partial  solution  to  the  housing  problems  of  low-income  groups. 
Although  not  all  rehabilitation  programs  are  code  enforce- 
ment programs,  there  is  a  close  connection  between  the  two. 
Either  separately  or  in  conjunction,  they  often  face  major  ob- 
stacles in  improving  the  condition  of  substandard  housing  with- 
out increasing  rents  and  sales  prices  to  a  point  where  low-income 
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families  are  priced  out  of  the  market.  Chapter  n  discusses  the 
benefits  and  problems  of  these  measures  in  a  general  review 
of  the  economic  feasibility  of  rehabilitation. 

Problems  of  the  Aging  Population 

Particular  note  must  be  taken  of  the  most  rapidly  growing  pro- 
portion of  the  population  with  low  incomes.  These  are  the  aged 
— the  persons  who  are  over  sixty-five.  In  1900,  there  were 
slightly  over  3  million  in  this  age  group,  or  4.1  per  cent  of  the 
total  population.  By  1960,  the  number  had  increased  to  over  15 
million  or  almost  9  per  cent  of  the  total  population.  The  Cen- 
sus Bureau  estimates  that  by  1975  there  will  be  well  over  20 
million  persons  over  sixty-five. 

Nearly  70  per  cent  of  this  age  group  lived  in  their  own  house- 
holds in  1950,  over  two-thirds  in  their  own  houses.  But  over  a 
fourth  of  the  dwellings  they  owned  were  valued  at  less  than 
$2,000.  Although  overcrowding  is  rarely  a  problem  in  the  older 
household,  the  condition  of  the  dwelling  is  apt  to  be  poor. 

The  incomes  of  the  aged  portion  of  the  population  are  low. 
About  one-tenth  of  the  families  whose  head  was  over  sixty-five 
had  incomes  under  $1,000  in  1959  and  almost  another  one-fourth 
had  incomes  between  $1,000  and  $2,000.  Although  reported  in- 
comes are  low,  a  few  of  these  families  may  have  substantial  capi- 
tal resources,  and  others  receive  social  security  or  other  welfare 
benefits  or  incomes  from  retirement  plans.  However,  the  post- 
war inflation  has  cut  deeply  into  savings  and  income  from  pen- 
sions. And  although  payments  under  social  security  and  other 
welfare  plans  have  increased,  they  are  still  far  below  the  level 
required  to  provide  adequate  housing  in  the  absence  of  other  re- 
sources. 

Not  nearly  enough  is  known  about  either  the  real  incomes  of 
the  elderly  or  their  housing  preferences  and  needs  for  housing. 
But  each  day,  some  one  thousand  persons  in  this  country  enter 
the  over-sixty-five  age  bracket. 

HOUSING   FOR  THE   AGED 

In  recognition  of  the  fast-growing  number  of  older  persons, 
the  Federal  government  and  a  number  of  states  now  provide 
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special  assistance  to  housing  designed  and  built  specifically  for 
the  aged.  For  example,  New  York  and  Massachusetts  give  state 
aid  to  low-rent  public  housing  for  this  group.  Since  1956  the 
Federal  government  has  broadened  its  program  of  mortgage 
aids  to  private  builders  of  housing  for  the  aged.  It  now  offers 
three  kinds  of  assistance  to  housing  the  elderly:  FHA  mortgage 
insurance,  direct  loans  to  nonprofit  projects,  and  aid  to  local 
housing  authorities  to  build  public  housing  units  for  elderly  in- 
dividuals and  couples  of  low  income. 

By  the  beginning  of  1961,  about  30,000  units  of  housing  speci- 
fically planned  for  the  elderly  had  been  completed  or  approved 
for  construction.  About  half  the  units  were  privately  financed, 
mainly  with  FHA  insurance.  Mortgage  insurance  or  loans 
totaled  nearly  $200  million. 

Racial  Discrimination  in  Housing 

Irrespective  of  age  and  income,  Negroes  find  the  housing 
market's  door  very  hard  to  open.  Puerto  Ricans  and  Mexicans  are 
also  subject  to  much  of  the  discrimination  which  Negroes  face. 
In  1960,  nonwhite  households  constituted  about  10  per  cent  of 
the  housing  in  the  United  States.  The  South  has  about  half  the 
nonwhite  housing  units. 

D 

The  incomes  of  nonwhite  families  are  far  lower  on  the  average 
than  those  of  white  families.  In  1952,  white  urban  families  of 
two  or  more  persons  had  a  median  income  of  $4,884,  whereas 
nonwhite  families  had  a  median  income  of  $2,631.  By  1959,  the 
situation  had  improved  somewhat.  The  median  income  of  non- 
white  urban  families  had  increased  to  $3,519  compared  with 
$5,994  for  white  families.  Between  1952  and  1959,  the  ratio  of 
nonwhite  to  white  median  income  increased  from  54  per  cent 
to  59  per  cent.  Also,  in  times  of  economic  recession,  the  Negro 
is  the  first  to  feel  the  pinch;  in  the  1957-1958  recession  about 
35  per  cent  of  the  unemployed  were  Negro.  Because  a  large  pro- 
portion of  all  nonwhite  families  have  low  incomes,  it  is  under- 
standable, then,  that  they  should  occupy  a  large  proportion  of 
the  substandard  dwellings. 

But  only  a  combination  of  low  income  and  powerful  dis- 
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criminatory  forces  in  the  housing  market  could  produce  the 
dramatic  difference  in  housing  conditions  which  exists  between 
whites  and  nonwhites.  As  noted  in  Chapter  3,  half  of  the  non- 
white  renter-occupied  units  and  a  third  of  the  owner-occupied 
ones  are  substandard.  The  proportion  of  Negro  families  that  live 
in  overcrowded  conditions  is  several  times  that  of  white  families, 
dramatic  evidence  of  the  failure  of  the  accessible  housing  supply 
to  keep  up  with  the  growth  of  Negro  population.  The  rate  of 
doubling  (married  couples  living  with  other  families)  is  much 
higher  among  nonwhites  than  it  is  among  whites. 

When  housing  conditions  are  analyzed  by  price  or  rent  class, 
nonwhite  households  uniformly  have  poorer  houses  than  do 
whites,  with  a  higher  percentage  of  dilapidation  and  a  lower  per- 
centage of  sanitary  facilities.  It  is  probably  true,  however,  that 
the  Negro  who  has  lived  for  a  number  of  years  in  a  Northern 
city  has  improved  his  housing  situation  considerably. 

As  a  result  of  rising  incomes,  however,  the  rate  of  home- 
ownership  has  increased  rapidly  among  nonwhites.  Despite  an  in- 
crease in  the  purchase  of  homes  by  nonwhite  families,  only  one- 
third  of  the  nonwhite  families  owned  their  own  homes  in  1950 
as  compared  with  57  per  cent  of  white  families.  By  1960,  two- 
fifths  of  nonwhite  families  owned  their  homes  compared  with 
almost  two-thirds  of  white  families.  The  average  value  of  homes 
owned  by  nonwhites  is  much  less  than  that  of  homes  owned  by 
white  families  in  both  rural  nonfarm  and  urban  areas. 

Doubtless  many  persons  live  in  areas  occupied  predominantly 
by  minority  groups  as  a  result  of  their  own  choice.  There  they 
can  find  friends  of  similar  station,  churches,  stores,  and  other 
services  meeting  their  special  needs  and  tastes.  These  constitute 
market  attractions  which  tend  to  hold  groups  together  even  in 
the  absence  of  discriminatory  pressures. 

The  line  between  voluntary  and  involuntary  concentrations 
of  population  is  a  difficult  one  to  follow.  By  and  large,  the  market 
tends  to  reinforce  all  manner  of  pressures  for  the  involuntary 
segregation  of  persons  with  similar  characteristics.  These  can  be 
lumped  under  the  one  word  "discrimination."  The  newly  ar- 
rived Irish  or  Italian  laborer  in  the  last  century  was  told  where 
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he  could  live  and  he  was  not  given  much  opportunity  to  live 
elsewhere.  The  same  discriminatory  forces  operate  today  with 
respect  to  other  groups. 

The  chain  of  market  discrimination  is  a  difficult  one  to  break. 
If  prejudices  in  the  community  are  strong  enough,  a  builder  who 
desires  to  undertake  a  development  for  a  minority  group  may 
find  it  difficult  or  impossible  to  acquire  a  tract  of  land  for  the 
purpose.  The  mortgage  lender  will  raise  questions  concerning 
the  economic  soundness  of  the  project,  suggesting  that  it  will 
depreciate  adjoining  properties,  and  point  to  the  uncertain 
mortgage  history  of  the  prospective  buyers.  Even  if  the  project 
is  finally  approved,  he  will  be  more  rigorous  in  his  examination 
of  the  employment  history  and  credit  records  of  prospective 
owners  than  he  might  otherwise  be. 

Real  estate  brokers  also  help  to  maintain  these  barriers.  Ordi- 
narily they  will  not  have  a  house  for  rent  or  for  sale  to  a  per- 
son belonging  to  a  prescribed  group.  If  a  Negro  finds  a  house  in 
an  all-white  neighborhood,  the  owner  may  refuse  to  sell  or  rent 
to  him.  Even  if  he  finds  a  willing  seller  in  an  all-white  neighbor- 
hood, the  Negro  will  usually  find  that  mortgage  lenders  are  re- 
luctant or  flatly  unwilling  to  make  a  loan  to  him  for  the  pur- 
chase. 

Most  builders  of  new  suburban  residential  developments  also 
conform  to  the  traditions  of  exclusion.  Quite  universally  they 
will  refuse  to  sell  a  house  to  a  Negro  purchaser,  just  as  a  few  years 
ago  they  might  have  refused  to  sell  to  a  person  with  an  Italian 
name.  Most  "Nordic"  buyers  of  a  higher-priced  home  have  had 
the  experience  of  being  assured  by  real  estate  brokers  that  the 
neighborhood  in  which  they  were  buying  contained  no  Catho- 
lics, no  Jews,  or  representatives  of  some  other  prescribed  group. 

Several  types  of  nonmarket  forces  also  operate  to  maintain 
the  ghetto  and  reinforce  the  slum.  Of  these  the  most  powerful 
are  physical  violence  and  the  use  of  the  police  powers  of  the 
state  or  the  municipality.  Physical  violence  has  been  used  his- 
torically to  prevent  each  migrant  group  in  turn  from  invading 
forbidden  areas.  Although  the  use  of  violence  against  persons  of 
European  origin  and  of  the  Jewish  and  Catholic  faiths  has  almost 
disappeared  in  America  in  recent  years,  there  are  still  occasional 
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examples  of  religious  bigotry  which  find  violent  expression. 
But  the  use  of  violence  to  prevent  Negroes  from  moving  into 
white  or  predominantly  white  residential  areas  is  not  at  all  un- 
common, particularly  in  Northern  cities.  The  pathology  of 
neighborhood  organization  and  incitement  to  violence  in  these 
cases  is  well  documented.  In  Southern  cities  the  Negro  challenge 
to  white  residential  areas  scarcely  exists,  but  the  use  of  violence 
against  Negroes  in  connection  with  other  problems  serves  as  a 
constant  threat. 

Since  World  War  II,  the  National  Association  of  Home  Build- 
ers has  come  to  recognize  that  substantial  markets  for  new  homes 
are  being  ignored  by  the  industry  and  that  profitable  opportun- 
ities for  additional  business  may  be  lost.  Some  of  the  country's 
largest  mortgage  lenders  are  recognizing  that  they  are  less  com- 
petitive with  other  classes  of  savings  and  mortgage-lending  in- 
stitutions solely  because  of  their  discriminatory  policies. 

More  important,  however,  than  lost  opportunity  for  the  hous- 
ing industry  is  the  fact  that  when  groups  are  confined  to  ghettos, 
and  can  obtain  new  housing  only  by  expanding  the  ghetto  into 
adjoining  areas  occupied  by  different  groups,  acute  social  ten- 
sions produce  serious  disruptions  in  the  way  of  life  of  the  dis- 
criminating group. 

This  is  most  clear  in  the  case  of  certain  Northern  cities  with 
large  Negro  ghettos,  whose  population  has  increased  by  50  to 
100  per  cent  or  more  between  1940  and  1960.  During  this  time 
almost  no  new  homes  in  vacant  areas  have  been  built  for  Negroes. 
As  a  consequence  the  only  possibility  for  additional  housing  for 
Negroes  in  these  cities  has  been  through  the  purchase  or  rent  of 
housing  occupied  by  whites.  Even  on  the  borders  of  the  ghetto, 
brokers,  realtors,  and  lenders  refuse  to  sell  or  rent  houses  to  Ne- 
groes until  a  block  is  broken  by  the  voluntary  or  involuntary 
action  of  its  residents.  When  a  block  is  broken,  every  effort  is 
then  made  by  some  persons  in  the  real  estate  business  to  persuade 
the  whites  that  they  must  move  immediately.  They  circulate 
rumors  that  property  values  will  depreciate.  Mortgage  lenders 
who  normally  refuse  to  lend  to  Negroes  now  will  lend  only  to 
Negroes.  Thus,  purchase  by  white  families  becomes  difficult 
or  impossible.  Under  these  circumstances  the  whites  feel  that 
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their  accustomed  friendships,  their  neighborhood  associations, 
their  churches,  their  way  of  life  is  disrupted.  In  effect,  they  are 
forced  to  leave. 

The  use  of  the  power  of  the  state  to  enforce  racial  and  re- 
ligious segregation  in  housing  ended  in  1948  when  the  Supreme 
Court  prohibited  the  use  of  state  authority  to  enforce  private 
restrictive  covenants.  Until  recently,  however,  the  Federal  Hous- 
ing Administration  (FHA)  refused  to  insure  mortgages  on  non- 
segregated  developments.  In  1958  a  California  court  forbade  such 
discrimination  in  that  state  by  ruling  that  houses  insured  by  the 
FHA  and  the  Veterans  Administration  (VA)  could  not  be  sold 
if  they  were  restricted  racially.  By  1960,  the  VA  had  agreed  that 
all  houses  it  had  taken  back  because  of  default  on  the  loan  would 
be  resold  on  a  nondiscriminatory  basis. 

It  has  been  charged  that  urban  redevelopment  powers  have 
been  used  to  intensify  racial  segregation.  In  actual  fact  slum 
clearance  is  Negro  clearance  in  many  communities;  the  worst 
and  first-cleared  slum  areas  are  usually  those  occupied  pre- 
dominantly by  Negroes.  If  such  slum  clearance  projects  were 
accompanied  by  developments  on  vacant  land  to  accommodate 
the  displaced  population,  the  cry  of  discrimination  might  never 
be  raised;  but  virtually  no  new  houses  are  being  built  on  vacant 
land  for  non-white  minority  groups. 

Slum  clearance  has  thus  placed  intense  pressure  upon  the  hous- 
ing supply  and  has  forced  either  a  doubling  up  of  the  affected 
minorities  or  the  conversion  of  areas  occupied  by  other  groups 
to  occupancy  by  the  displaced  minority.  Nation-wide  pro- 
grams for  the  construction  of  urban  express  highways  are  having 
similar  effects.  Public  authorities  often  choose  rights-of-way 
through  densely  developed  urban  slum  areas,  which  usually  are 
Negro  areas  also.  The  cumulative  adverse  impact  of  the  highway 
program  on  minority  groups  and  their  housing  situation  may 
prove  to  be  greater  than  that  caused  by  renewal  programs. 

Public  housing  programs  have  also  had  the  effect  of  in- 
tensifying segregation,  although  usually  inadvertently.  Public 
housing  agencies,  seeking  to  clear  the  worst  slums  first,  have 
usually  cleared  areas  occupied  by  nonwhites  and  other  minority 
groups.  Because  public  housing  projects  are  required  by  law 
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to  admit  new  families  in  accordance  with  some  standard  of  need, 
these  same  minorities  with  the  lowest  incomes  and  the  poorest 
housing  conditions  are  given  preference  in  the  occupancy  of  the 
projects.  As  a  result,  many  public  housing  projects  are  occupied 
exclusively  by  nonwhites  or  other  minorities. 

Although  these  policies  have  doubtless  reflected  the  relatively 
greater  need  of  minority  groups,  they  have  also  tended  to  in- 
tensify segregation,  sometimes  in  communities  where  segrega- 
tion had  never  existed  prior  to  the  development  of  public  hous- 
ing projects.  Some  Northern  housing  authorities  have  non- 
discrimination  policies  aimed  at  producing  a  nonsegregated 
pattern.  However,  the  concentration  of  nonwhites  in  the  low- 
income  groups  is  so  large  that  the  overwhelming  majority  of 
applicants  for  admission  are  nonwhites.  In  Southern  cities  the 
effort  of  public  housing  authorities  to  provide  a  larger  propor- 
tion of  public  housing  for  Negroes  than  for  whites,  because  the 
housing  conditions  of  Negroes  are  so  much  worse  than  those  of 
whites,  has  also  led  to  new  patterns  of  segregation. 

The  direct  use  of  governmental  authority  to  enforce  segrega- 
tion has  been  outlawed  since  the  Supreme  Court  decision  noted 
above.  There  are,  however,  numerous  instances  of  the  use  of 
indirect  government  powers  to  maintain  discriminatory  housing 
patterns.  Municipal  officials  may  deny  building  permits,  refuse 
to  accept  streets,  disapprove  subdivision  plats,  fail  to  extend 
water  or  sewage  facilities,  and  in  other  ways  harass  builders  who 
propose  residential  developments  which  are  intended  to  attract 
members  of  minority  groups.  In  these  instances  the  administer- 
ing official  publicly  disclaims  that  a  racial  factor  has  anything  to 
do  with  the  denial  of  a  privilege  or  right  that  otherwise  would 
be  granted. 

ANTI-DISCRIMINATION   MEASURES 

Discriminatory  practices  still  occur  in  many  localities  and  pre- 
vail in  others  but  their  force  is  shrinking  under  many  pressures. 
Some  of  these  are  court  actions  such  as  the  Supreme  Court's  out- 
lawing of  restricting  covenants  mentioned  earlier.  Others  are 
evidenced  in  new  legislation.  By  1959,  for  example,  fourteen 
states  had  enacted  laws  against  racial  discrimination  in  housing 
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— California,  Colorado,  Connecticut,  Indiana,  Massachusetts, 
Michigan,  Minnesota,  New  Jersey,  New  York,  Oregon,  Penn- 
sylvania, Rhode  Island,  Washington,  and  Wisconsin. 

The  most  evident  sign  of  progress  against  discriminatory  prac- 
tices is  a  shift  in  public  attitudes.  The  United  States  Commission 
on  Civil  Rights  took  cognizance  of  this  fact  in  its  first  report  in 
1959,  although  it  had  few  positive  recommendations  to  make  be- 
yond the  extremely  important  one  that  equality  of  opportunity 
for  good  housing  must  go  hand  in  hand  with  a  larger  supply  of 
low-price  housing  for  all  lower-income  families.  The  Commis- 
sion also  recommended  that  the  President  issue  an  executive 
order  "stating  the  constitutional  objective  of  equal  opportunity 
in  housing,  directing  all  federal  agencies  to  shape  their  policies 
and  practices  to  make  the  maximum  contribution  to  this  goal." 

In  recent  years  there  has  been  a  marked  abatement  of  race  riots 
which  once  plagued  some  Northern  cities.  Only  a  year  after  a 
Negro  had  bought  a  house  in  Levittown,  Pennsylvania,  touching 
off  a  rabble-rousing  demonstration,  a  second  Negro  family  moved 
in  without  a  ripple  of  disturbance.  With  rare  exceptions,  law  and 
order  are  promptly  enforced. 

A  higher  level  of  popular  understanding  increasingly  under- 
lines the  contradiction  between  discrimination  and  democratic 
objectives.  A  market  free  of  racial  or  religious  discrimination 
would  eliminate  the  conditions  which  now  cause  segregation; 
but  in  most  areas  of  the  country  this  would  not  eliminate  the 
concentration  of  racial  and  religious  groups  which  results  from 
normal  free  market  choice.  Many  Negroes  prefer  to  live  in  pre- 
dominantly Negro  areas  where  they  have  a  wide  choice  of 
friends  and  religious  and  recreational  institutions  which  fit  their 
desires  and  tastes.  In  some  of  the  older  communities  in  the 
country  where  discrimination  against  Catholics  in  the  real  estate 
market  has  virtually  disappeared,  predominantly  Catholic 
neighborhoods  still  exist.  Many  Jews  prefer  to  live  in  neigh- 
borhoods predominantly  occupied  by  Jews.  While  this  pattern 
is  not  so  obvious  among  white  Protestants,  nevertheless  groups 
similar  in  education,  religion,  and  income  tend  to  live  together 
in  different  areas  of  cities  and  suburbs. 

In  1960,  a  Philadelphia  study  by  Chester  Rapkin  and  William 
Grigsby  (The  Demand  for  Housing  in  Eastivick)  showed  that  in 
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new  residential  areas  with  homes  priced  at  over  $12,000,  not 
more  than  i  or  2  per  cent  would  be  purchased  by  Negroes. 
This  is  a  pattern  which  would  probably  find  acceptance  among 
prospective  white  purchasers.  Philadelphia  home  builders  now 
resist  the  entrance  of  Negroes  into  suburban  housing  develop- 
ments, but,  even  if  they  did  not,  it  would  have  little  quantitative 
effect.  Moreover,  such  a  policy  would  eliminate  the  discrimina- 
tions which  now  exclude  the  relatively  rare  representative  of  a 
minority  group  who  has  the  education,  the  income,  and  the  de- 
sire to  live  in  the  typical  new  subdivision. 

Since  the  end  of  World  War  II,  both  the  Federal  government 
and  some  private  builders  have  attempted  to  loosen  the  housing 
market  for  minority  groups,  particularly  Negroes.  There  are  now 
somewhere  between  fifty  and  a  hundred  newly  built  (that  is, 
since  World  War  II)  projects  specifically  designated  for  unsegre- 
gated  sale  or  rent.  Some  of  the  obstacles  faced  by  builders  of  unseg- 
regated  housing  have  been  mentioned  above.  When,  however, 
sites  have  been  found,  building  permits  obtained,  and  financing  ar- 
ranged, many  builders  experience  considerable  difficulty  in  mar- 
keting the  houses.  According  to  the  Commission  on  Race  and 
Housing:  "Those  [Negroes]  who  (a)  are  able  to  pay  for  new 
housing,  (b)  are  in  the  market  at  a  particular  time,  and  (c)  in- 
terested in  a  particular  development  are  likely  to  be  only  a  small 
fraction  of  the  whole  nonwhite  population  in  an  area."  More- 
over, the  Commission  emphasizes,  Negroes  who  are  hesitant  about 
moving  far  away  from  existing  Negro  communities  may,  in 
many  cases,  be  so  habituated  to  a  comparatively  low  level  of 
expenditure  for  housing  that  their  need  for  new  housing  as  defined 
by  others  does  not  constitute  an  effective  demand  for  it. 

The  long-run  solution  to  providing  good  housing  for  the 
country's  disfranchised  consumers  is  an  adequate  housing  sup- 
ply. This  means  a  "ladder  of  homes"  to  permit  families  to  move 
with  small  increases  in  housing  expenditures  from  poor  to  better 
housing.  Thus,  relating  the  American  incentive  system  to  the 
housing  supply  requires  a  stock  of  housing,  new  and  old,  in  good 
condition,  at  all  price  levels  and  locations  to  correspond  with  the 
requirements  of  consumers  including  racial  minorities,  the  aged 
and  others  who  have  previously  been  disfranchised. 


Chapter  6 

WHAT  THE  CONSUMER  WANTS 


The  housing  industry  has  not  systematically  studied  its  mar- 
ket. Home  builders  and  government  lending  agencies  have  con- 
centrated largely  on  producing  single-family  houses.  While  this 
emphasis  reflects  the  preference  of  the  largest  single  market  group, 
it  ignores  the  important  other  preferences  for  a  wide  range  of 
housing  types,  forms  of  tenure,  locations,  and  neighborhoods.  In 
America,  families  do  not  ordinarily  live  in  any  one  house  or  type 
of  house  all  their  lives;  on  the  contrary,  their  housing  preferences 
pass  through  what  may  be  called  a  "housing  life  cycle."  During 
this  cycle,  most  families  will  live  in  small  central-city  and  sub- 
urban apartments  when  they  are  first  married,  will  often  move  to 
larger  apartments  or  single  houses  when  the  children  are  born, 
and  may  sell  their  large  houses  and  move  to  small  houses  or  apart- 
ments when  the  children  grow  up  and  leave  home.  The  available 
housing  supply  in  some  of  these  periods  may  consist — for  the 
great  majority  of  Americans  of  moderate  means — largely  of  in- 
ferior offerings. 

The  high  mobility  of  American  families  provides  evidence  of 
shifting  preferences  during  the  family  life  cycle.  Although  20 
per  cent  of  all  Americans  move  every  year,  two-thirds  of  the 
moves  are  within  a  metropolitan  area,  and  therefore  are  to  serve 
a  changed  preference  for  space,  location,  dwelling  type  or  de- 
sign, or  some  related  desire.  Millions  of  single  persons  comprise 
a  large  group  whose  requirements  are  neglected  in  the  market. 
The  potential  market  opportunities  are  poorly  understood  and 
have  evoked  little  producer  response.  A  wider  range  of  choice 
for  housing  consumers  is  clearly  one  prerequisite  to  greater  con- 
sumer satisfaction. 
82 
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One  of  the  hopes  for  persuading  the  American  consumer  to 
value  housing  more  highly  and  thus  to  create  a  higher  level  of 
effective  demand  for  new  and  rehabilitated  building  is  to  offer 
him  a  product  that  he  wants. 

But  what  does  the  consumer  want?  Unfortunately,  no  one 
knows,  at  least  with  sufficient  assurance  to  cause  the  building  in- 
dustry to  make  many  drastic  changes  in  its  present  practices. 
The  purchase  or  rental  of  any  dwelling  represents  a  series  of 
compromises  by  the  consumer.  He  does  not  like  every  feature 
in  the  house  he  selects,  nor  does  he  dislike  every  feature  in  the 
house  he  rejects.  He  makes  his  decision  by  striking  the  best  bal- 
ance he  can,  within  his  means,  between  what  he  likes  and  what 
he  dislikes.  And,  by  and  large,  producers  use  this  market  test 
as  an  index  of  consumer  wants.  Houses  and  apartments  which 
show  the  best  current  rate  of  sale  or  rent  are  produced  in  still 
greater  number.  But  observed  behavior  can  be  a  misleading 
guide  to  preferred  behavior. 

This  chapter  deals  with  consumer  housing  preferences  as  they 
have  been  revealed  by  attitude  surveys  and  by  the  observation 
of  actual  behavior.  It  also  considers  the  problem  of  shifts  in  pref- 
erence as  real  income  increases  and  life  adapts  itself  to  new 
conditions. 

What  Attitude  Surveys  Show 

Government  agencies,  housing  magazines,  and  research  in- 
stitutions have  attempted  over  the  years  to  find  out  what  kind 
of  housing  different  groups  of  consumers  would  like  to  have. 
Their  efforts  have  not  been  very  successful,  partly  because  few 
of  the  surveys  meet  accepted  standards  of  statistical  sampling.  In 
most  cases,  respondents  are  accepted  on  a  catch-as-catch-can  basis: 
subscribers  to  a  given  magazine  or  persons  in  attendance  at  a 
conference  of  potential  home  buyers.  Another  important  limita- 
tion is  that  elicited  responses  do  not  always  have  a  cost  dimen- 
sion: the  stated  ideal  often  represents  a  combination  of  preferred 
tenure,  location,  and  housing  type  without  regard  to  the  costs 
involved.  Moreover,  no  matter  how  skillfully  a  question  is  framed, 
the  answer  is  bound  to  be  limited  by  the  individual  respondent's 
level  of  comprehension  and  articulateness.  Also,  as  Robert  K. 
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Merton  points  out  in  his  essay,  "The  Social  Psychology  of  Hous- 
ing" (1948),  rarely  can  the  consumer  judge  what  his  reactions 
will  be  to  an  environment  he  has  not  experienced. 

Some  part  of  the  producer's  failure  to  provide  shelter  in 
amounts,  sizes,  designs,  and  locations  that  the  consumer  prefers 
is  this  inability  of  the  consumer  to  see  himself  clearly.  Caught  as 
he  usually  is  between  necessity  and  preference,  the  consumer 
tends  to  make  his  housing  decisions  on  the  basis  of  arbitrary 
judgments.  But  despite  all  the  difficulties  inherent  in  attitude 
surveys,  they  are  an  important  aid  to  an  understanding  of  the 
consumer  of  housing. 

TENURE   PREFERENCES 

Surveys  taken  since  the  early  thirties  show  that  70  per  cent 
of  the  country's  population  desire  homeownership  for  them- 
selves. That  70  per  cent  of  the  population  reveals  itself  persist- 
ently in  favor  of  homeownership  is  not  necessarily  an  indication 
of  effective  demand.  The  ideal  of  owning  a  piece  of  land  and  the 
dwelling  on  it  is  tightly  woven  into  our  whole  cultural  pattern. 
It  has  a  pervading  effect  on  opinion  even  when  almost  two-fifths 
of  the  population  rents  and  a  substantial  portion  prefers  that 
form  of  tenure. 

The  motives  for  homeownership  are  many  and  closely  inter- 
related. As  long  ago  as  1937,  a  survey  made  by  the  editors  of 
Architectural  Forum  showed  that  four  out  of  five  persons  who 
preferred  homeownership  did  so  because  they  liked  the  "feeling" 
of  ownership  and  liked  to  be  able  to  fix  up  their  dwellings  to 
suit  themselves.  These  two  points  accounted  for  half  of  all  the 
expressed  motives.  Men  stressed  their  pride  in  ownership  and  its 
attendant  independence,  and  women,  the  opportunity  ownership 
provided  for  change  in  the  dwelling.  The  relative  strength  of  inde- 
pendence as  a  value  was  greater  among  the  older  families  than 
among  the  younger,  higher  in  the  middle  middle  class  than  in  the 
lower  middle  class,  and  greater  for  smaller  families  than  for  larger 
ones.  The  editors  concluded  that  "the  urge  to  own  is  based  more 
on  emotional  than  on  financial  grounds;  it  is  more  concerned  with 
satisfaction  of  the  ego  than  with  considerations  of  economy." 

Janet  Abu-Lughod,  in  a  comprehensive  analysis  of  the  signifi- 
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cant  attitude  surveys  on  housing  for  the  volume  in  this  series, 
Housing  Choices  and  Housing  Constraints,  stresses  the  point  that 
the  quality  of  the  housing  in  terms  of  its  livability  is  the  least 
dominant  of  all  factors  in  ownership  preferences.  Homeowner- 
ship  is  only  partly  the  result  of  a  rational,  utilitarian  decision; 
most  often  it  stems  from  a  combination  of  circumstances  that 
include  size  of  the  family,  need  to  provide  the  children  with 
adequate  play  space,  dislike  of  neighbors,  changes  in  employ- 
ment, rising  income,  and  a  desire  to  demonstrate  personal  suc- 
cess. The  very  fact  of  homeownership  seems  to  give  many  peo- 
ple a  larger  measure  of  prestige  and  social  status  than  they  obtain 
through  rental  tenure.  These  persons  believe  that,  in  the  eyes 
of  the  community,  they  become  stable  and  dependable  citizens 
when  they  become  homeowners. 

The  degree  of  preference  for  homeownership  varies  mark- 
edly among  income  groups.  In  the  upper-income  group  it  runs 
to  about  80  per  cent,  in  the  middle-income  group  to  75  per  cent, 
in  the  low-income  group  to  66  per  cent.  Among  the  groups 
which  achieve  their  preference  for  homeownership,  the  most 
numerous  by  far  are  the  self-employed  and  managerial  groups. 
Closely  following  them  are  the  professional  and  semiprofessional 
groups. 

If  satisfaction  with  tenure  is  to  be  achieved,  attempts  must  be 
made  to  increase  the  rate  at  which  consumers  who  wish  to  can 
shift  more  easily  from  rented  dwellings  to  owned  ones,  and  to 
widen  the  opportunity  for  rental  housing  for  those  families 
which  prefer  to  rent.  In  other  countries  intermediate  forms  of 
tenure  have  been  devised,  like  the  lease  for  the  life  of  the  tenant, 
which  provide  some  of  the  advantages  of  owning  along  with 
those  of  renting.  Cooperative  ownership,  prevalent  in  Europe, 
and  growing  in  the  United  States,  offers  some  of  the  advan- 
tages of  renting  along  with  those  of  owning. 

DWELLING   TYPE   AND   SIZE   PREFERENCES 

Every  survey  indicates  that  almost  all  families  prefer  a  single- 
family,  detached  house.  Yet  many  millions  of  American  families 
live  in  attached  houses,  two-  or  four-family  houses,  or  apart- 
ments. In  some  metropolitan  areas,  the  proportion  is  half  or 
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more.  Evidently  millions  of  individuals  and  families,  when  con- 
fronted with  either  the  economies  or  the  locational  advantages 
of  other  dwelling  types,  abandon  their  preference  for  the  single- 
family,  detached  house.  Row  houses,  still  popular  in  Eastern  cities, 
provide  much  of  the  privacy  of  single  family  houses,  some  private 
outdoor  space,  and  locations  convenient  to  work  and  shops. 
Apartments,  too,  permit  locations  near  centers  of  urban  activ- 
ities and  in  addition  freedom  from  maintenance  responsibility, 
both  tremendous  advantages  to  many  families. 

No  one  can  forecast  whether  the  expressed  preference  for 
the  single-family  house  will  be  reflected  more  decisively  in  fam- 
ily behavior.  If  it  is,  cities  may  spread  out  over  areas  perhaps  five 
to  ten  times  their  present  size.  Doubtless  they  will  continue  to 
have  high  density  centers  but  their  historical  character  as  urban 
places  will  be  wholly  different.  Cities  may  well  become  endless 
expanses  of  low-density  suburbia. 

The  principal  criteria  for  satisfaction  with  a  dwelling  unit  are 
the  amount  and  distribution  of  space,  physical  condition,  and 
equipment.  As  long  as  condition  and  equipment  are  well  below 
the  standards  of  the  household,  concern  about  space  remains 
relatively  dormant.  Thus  the  family  that  lacks  a  bathtub  usually 
exhibits  little  concern  over  a  separate  bedroom  for  each  child. 
Space  is  a  sophisticated  preference,  a  largely  self-generating  lux- 
ury that  accompanies  a  higher  standard  of  living.  In  that  sense, 
it  is  a  concern  primarily  of  the  middle-  and  upper-income  fam- 
ily. 

Typically,  the  consumer  thinks  of  space  in  terms  of  number 
of  rooms  rather  than  in  terms  of  square  feet  of  floor  space.  A 
six-room  house  will  make  many  consumers  happier  than  a  five- 
room  house  of  greater  dimensions.  The  number  of  bedrooms  is 
extremely  important.  In  the  19305  it  was  usually  two;  in  the 
19505  usually  three.  There  is  a  growing  demand  for  four- 
bedroom  houses.  But  even  overcrowded  families  rank  sleeping 
space  -  only  fourth  in  importance.  For  them,  space  for  leisure, 
cooking,  and  eating  takes  precedence,  and  in  that  order.  As 
space  demands  approach  fulfillment,  attention  and  complaints 
center  on  improvements  in  equipment  and  layout. 

What  is  the  modal  (or  mythical?)  consumer's  picture  of  his 
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dream  house?  Ideally,  it  is  a  free-standing,  single-story  house  of 
"modified  contemporary-traditional"  style,  set  on  a  yo-foot  by 
loo-foot  lot  off  a  curving  street  and  surrounded  by  houses  dif- 
ferent from,  and  somewhat  more  pretentious  than,  itself.  It  has 
six  rooms,  three  or  four  bedrooms,  a  large  kitchen,  one  and  a 
half  or  two  baths  with  colored  tile  walls  and  separate  tub  and 
shower,  a  large  living  room,  and,  perhaps,  a  "family  room."  It 
also  has  a  garage  large  enough  for  storage  purposes,  a  porch,  a 
flagstone  patio,  a  den  or  guest  room,  and  a  basement. 

CITY   VERSUS   SUBURBS 

Preferences  for  tenure,  type,  and  location  of  dwelling  are 
often  interrelated.  For  example,  the  desire  for  ownership  usually 
implies  a  single-family  dwelling,  and  a  single-family  dwelling 
usually  means  a  suburban  location.  Since  the  end  of  World  War 
II,  with  little  central-city  land  available  for  development,  pref- 
erence for  the  owned,  single-family  house  has  almost  automat- 
ically meant  preference  for  the  suburbs. 

There  is  considerable  debate  as  to  whether  suburban  location 
is  a  specific  and  valid  preference  or  merely  a  by-product  of 
other  preferences.  Some  persons  believe  improvements  in  trans- 
portation and  communication  merely  made  it  possible  for  people  to 
do  what  they  had  always  wanted:  to  live  in  an  environment 
with  green  space  and  air  and  sunshine,  but  to  keep  their  chances  of 
making  a  living  in  the  great  metropolitan  labor  market. 

Others  are  less  convinced  of  the  validity  of  this  position  and 
see  in  the  modern  suburban  movement  a  pincers  action:  people 
who  want  to  escape  some  aspects  of  their  present  location  and 
housing  can  find  what  they  consider  to  be  more  desirable  con- 
ditions only  if  they  sacrifice  locational  convenience,  time,  and  ef- 
fort. 

Undoubtedly  one  of  the  strong  motivations  for  a  family's 
move  to  the  suburbs  is  the  belief  that  suburban  living  is  benefi- 
cial for  children.  But  there  are  other  reasons  too.  One  is  the 
negatively  expressed  desire  to  get  away  from  the  city,  with  its 
noise,  traffic,  and  faster  pace.  Another  is  the  desire  to  be  near 
friends,  relatives,  or  the  "right  sort  of  people."  And,  finally,  the 
reason  is  sometimes  advanced  that  suburban  living  is  less  expensive 
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than  city  living.  Obviously,  the  importance  of  this  latter  motive 
depends  in  part  on  the  individual  family's  income  and  in  part  on 
costs  in  a  particular  area.  It  is  seldom  cited  by  middle-  and  upper- 
income  families  living  in  the  built-up  suburbs  of  the  large  Eastern 
metropolitan  centers;  it  is  most  frequently  cited  by  lower  middle- 
income  groups  living  in  semirural  fringe  areas  of  moderate- 
sized  urban  communities. 

One  of  the  most  important  deductions  that  can  be  made  from 
the  evidence  on  city  versus  suburban  location  is  that  if  central- 
city  renewal  programs  are  to  be  successful  in  either  holding  the 
middle-income  family  in  the  city  or  attracting  it  back  from 
the  suburbs,  more  drastic  changes  must  be  planned  in  the  types, 
densities,  and  forms  of  tenure  of  central-city  housing  than  have 
been  anticipated.  And,  considering  the  importance  of  neighbor- 
hood and  schools  to  suburban  parents,  the  scale  of  change  will 
have  to  be  larger  than  is  usually  assumed  by  proponents  of  re- 
habilitation. 

HOW   IMPORTANT   IS   THE   NEIGHBORHOOD? 

There  is  another  aspect  of  locational  preference  which  is 
perhaps  even  more  important  than  the  broad  choice  between 
the  city  and  the  suburbs.  That  is  the  satisfaction  a  family  finds 
with  the  neighborhood  in  which  it  lives. 

Studies  seem  to  indicate  that  few  housing  consumers  are  mo- 
tivated to  change  their  residences  primarily  because  of  inade- 
quacies in  the  physical  condition  of  their  neighborhoods.  Nor 
are  they  particularly  concerned  about  distance  from  place  of 
work  or  shopping  and  entertainment  facilities.  But  some  families 
will  change  neighborhoods,  despite  satisfaction  with  their  dwell- 
ings, if  the  social  characteristics  of  their  neighbors  become  ob- 
viously different  from  their  own.  In  general,  the  higher  the  socio- 
economic  status  of  the  individual,  the  more  likely  he  is  to  be 
content  with  the  characteristics  of  his  neighbors.  Also  if  the  family 
regards  its  dwelling  as  a  temporary  one,  the  social  characteristics 
of  the  neighborhood  are  relatively  meaningless. 

In  the  decade  which  followed  World  War  II,  rising  family 
incomes  and  liberal  mortgage  terms  combined  to  make  it  possi- 
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ble  for  many  families  to  satisfy  the  desire  for  a  better  neighbor- 
hood along  with  the  desire  for  permanent  tenure. 

MOBILITY 

The  willingness  of  the  American  family  to  change  location 
with  changing  circumstances  is  without  parallel.  About  20  per 
cent  of  all  persons  move  during  any  given  year.  For  example, 
between  March,  1958,  and  March,  1959,  the  Bureau  of  the  Census 
reports  that  32.8  million  persons — almost  one  out  of  every  five — 
moved  from  one  dwelling  to  another.  Two-thirds  of  the  movers 
stayed  in  the  same  county,  however.  A  large  proportion  of  those 
who  moved  were  young  adults.  Of  the  group  between  the  ages  of 
20  and  24,  two  out  of  five  changed  their  residences  between  1958 
and  1959. 

If  past  behavior  is  an  accurate  gauge  of  future  trends,  it  is 
reasonable  to  suppose  that  within  one  year  20  to  25  per  cent  of 
all  families  will  have  moved  at  least  once;  that  within  two  years, 
30  to  33  per  cent  will  have  moved;  that  within  five  years,  50  to 
57  per  cent  will  have  moved;  that  within  ten  years,  about  75 
per  cent  will  have  moved;  and  that  within  twenty  years,  no 
more  than  10  per  cent  will  be  living  in  dwellings  they  occupy 
today. 

Apparently  not  more  than  half  the  people  who  move  do  so 
because  of  dissatisfaction  with  house  or  neighborhood.  The  re- 
lationship between  mobility  and  dissatisfaction  with  a  dwelling 
may  stand  unbalanced,  however.  A  shortage  of  dwelling  units 
can  depress  the  mobility  rate  even  when  dissatisfaction  is  high. 
Also,  less  than  half  of  the  persons  who  say  they  are  dissatisfied 
with  their  housing  actually  translate  their  desire  to  move  into 
action. 

In  the  past  twenty-five  years,  the  discrepancy  between  the 
mobility  rates  of  renters  and  owners  has  decreased  steadily;  that 
is,  renters  have  become  more  stable  in  their  market  behavior  and 
owners  more  mobile.  However  the  mobility  rate  of  homeowners 
is  still  less  than  half  as  great  as  that  of  renters.  In  1956,  57  per  cent 
of  renters  had  occupied  their  present  unit  for  two  to  three  years, 
but  about  half  of  the  owner  group  had  been  in  their  homes  six 
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years  or  more.  Mobility  is  generally  highest  near  the  central  core 
of  the  city  and  at  the  fast-growing  periphery  of  the  city  or  its 
suburban  ring.  Between  these  two  polar  regions  are  large  areas 
where  both  dwelling  unit  turnover  and  interneighborhood  mo- 
bility are  quite  low. 
In  sum: 

1.  Mobility  rates  are  inflated  by  multiple  or  frequent  movers 
who  constitute  a  small  percentage  of  the  population  and  yet  ac- 
count for  a  large  proportion  of  the  moves  made. 

2.  Out  of  the  20  per  cent  who  do  move  each  year,  about  7 
per  cent  move  for  "economic"  reasons  having  nothing  to  do 
with  satisfactions  or  dissatisfactions  with  their  housing. 

3.  An  additional  2  or  3  per  cent  are  involuntary  movers,  mov- 
ing not  out  of  a  desire  to  increase  their  housing  satisfactions,  but 
because    their    dwellings    have    been    taken    away    from    them 
through  fire,  demolition,  sale,  or  eviction. 

4.  Still  another  i  per  cent  or  more  have  moved  for  the  very 
good  reason  that  a  new  family  desiring  an  independent  house- 
hold has  been  formed. 

5.  Out  of  the  20  per  cent  who  move  each  year,  perhaps  only 
8  per  cent  actually  move  to  obtain  housing  more  suitable  to 
their  needs.  Of  these,  somewhat  under  half  buy  houses. 

6.  A  considerable  proportion  of  moves  within  metropolitan 
areas  result  from  upgrading,  the  process  of  moving  to  progres- 
sively better  neighborhoods  as  families  improve  their  income 
and  status. 

THE   CITY  DWELLER 

There  is  a  vast  amount  of  documentation  on  why  people 
move  to  the  suburbs.  We  know  almost  nothing,  however,  about 
why  people  do  not  move  to  the  suburbs  or,  if  they  have  lived 
in  the  suburbs  and  now  live  in  the  city,  why  they  changed  their 
minds.  In  1957,  Fortune  magazine  and  ACTION  collaborated 
in  a  survey  of  a  selected  sample  of  central-city  residents  in  New 
York,  Philadelphia,  and  Chicago  to  try  to  find  out  what  kind  of 
people  live  in  certain  types  of  central-city  housing,  where  they 
come  from,  and  why.  The  housing  types  covered  by  the  survey, 
which  was  conducted  by  Janet  Abu-Lughod,  were  new  luxury 
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apartments,  older  apartment  buildings,  and  rehabilitated  town 
houses. 

It  is  by  no  means  true  that  all  Americans  prefer  the  suburbs 
over  the  city,  or  that  the  present  residents  of  our  large  urban 
centers  are  all  unwilling  captives.  For  many  persons,  the  positive 
advantages  of  urban  life  make  the  city,  with  all  its  discomforts, 
an  unmatched  location.  "They  like  the  city,"  William  H.  Whyte, 
Jr.,  observes  in  The  Exploding  Metropolis  on  the  basis  of  the 
Fortune — ACTION  survey,  "They  like  the  privacy;  they  like  the 
specialization,  and  the  hundreds  of  one-of-a-kind  shops;  they  like 
the  excitement  ...  the  heterogeneity,  the  contrasts,  the  mixture 
of  odd  people.  .  .  .  'No  matter  what  goes  on,'  says  a  Chicago 
man,  'it  goes  on  here.''  " 

The  types  of  consumers  who  find  merit  in  central  locations 
are  younger  individuals,  both  married  and  unmarried,  older" 
couples  with  grown  children,  widows,  and  unattached  older 
persons.  These  groups  account  for  perhaps  half  of  all  American 
households  and  are  growing  in  number.  However,  if  town 
houses  and  other  central-city  dwellings  are  to  attract  families 
with  children,  there  must  be  a  satisfactory  public  solution  to  the 
school  problem.  Presently,  families  with  high  incomes  in  the 
large  cities  of  the  Northeast  rely  almost  exclusively  upon  pri- 
vate schools. 

Almost  half  of  the  respondents  in  the  Fortune-ACTlON  sur- 
vey had  moved  in  from  peripheral  and  suburban  areas,  or  antici- 
pated moving  out  to  the  suburbs  in  the  future.  The  survey 
showed  that  the  suburban  and  the  in-town  housing  markets  feed 
and  support  each  other,  with  many  consumers  shifting  from 
one  market  to  the  other  over  their  lifetimes.  The  hope  that  the 
central  city  can  continue  to  attract  even  greater  numbers  of 
suburbanites  is  not  unfounded.  The  chances  of  its  doing  so  de- 
pend on  whether  high-quality  housing  can  be  made  available 
in  desirable  central  locations  at  costs  competitive  with  suburban 
ones.  They  also  depend  on  the  ability  of  the  central  city  to  rid 
itself  of  racial  ghettos  and  crime  and  to  provide  a  higher  level  of 
services. 

The  advantages  which  attract  or  hold  people  in  the  central! 
city  are  chiefly  ones  of  convenience.  Central-city  residents  like 
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being  close  to  their  work  and  downtown  shopping.  Being  close 
to  work  is  particularly  important,  for  in-town  residents  appear 
to  be  more  wedded  to  their  jobs  than  their  friends  in  the  sub- 
urbs. 

Although  the  survey  found  that  central-city  residents  tend 
to  lead  active  lives  and  to  lead  them  in  a  center-directed  way, 
it  also  established  the  fact  that  many  leisure-time  interests  do 
not  require  downtown  living.  This  was  particularly  true  for 
families  in  the  rehabilitated  houses  who  preferred  sedentary 
home  activities  or  visiting  with  neighbors  to  the  more  central 
commercial  forms  of  entertainment.  Despite  the  evidence  that 
few  central-city  residents  have  recreational  interests  that  re- 
quire downtown  location,  the  fact  of  easy  access  to  central  rec- 
reational facilities  such  as  theaters,  museums,  restaurants,  and 
concert  halls  was  a  decided  advantage  which  they  appreciated. 
This  psychic  satisfaction  seems  to  derive  from  the  knowledge 
that,  if  one  wants  to,  one  can  take  advantage  of  these  offerings. 
One  of  the  major  conclusions  of  the  survey  is  that  central-city 
residents  are  keenly  aware  of  how  the  central  city  can  satisfy 
housing  and  other  needs  at  different  periods  in  their  lives. 

The  main  question  in  analyzing  the  survey  is  whether  the 
central  city  will  reassert  itself  as  a  good  place  to  live.  William  H. 
Whyte,  Jr.,  says: 

One  thing  is  clear.  The  cities  have  a  magnificent  opportunity. 
There  are  definite  signs  of  a  small  but  significant  move  back  from 
suburbia.  There  is  also  evidence  that  many  people  who  will  be  moving 
to  suburbia  would  prefer  to  stay  in  the  city — and  it  would  not  take  too 
much  more  in  amenities  and  space  to  make  them  stay.  .  .  .  The  next 
few  years  will  be  critical.  The  fact  that  the  potential  market  will  be 
increasing  won't  mean  anything  unless  there  is  a  great  deal  more — 
and  much  better — housing  to  attract  the  market. 

Nevertheless,  migration  back  to  the  city  remains  only  a  small 
fraction  of  the  migration  to  the  suburbs. 

The  Life  Cycle  and  Family  Types 

Studies  of  housing  attitudes,  preferences,  and  behavior  can 
foe  extremely  misleading  unless  they  are  related  to  an  under- 
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standing  of  the  number  and  types  of  "families"  in  the  housing 
market  and  the  life  cycle  of  the  housing  consumer. 

Only  about  half  of  the  "families"  that  occupy  the  American 
housing  supply  are  husband-wife-child  families.  The  other  half 
consists,  at  any  time,  of  single  persons,  households  of  two  or 
more  unrelated  persons,  married  couples,  and  widowed,  di- 
vorced, or  separated  persons  with  or  without  children.  Most 
studies  of  housing  preferences  deal  only  with  the  first  of  these 
categories.  They  therefore  ignore  the  incomes,  dwelling  pref- 
erences, and  locational  preferences  of  millions  of  housing  con- 
sumers. The  overwhelming  preference  for  single-family, 
detached  houses  expressed  in  consumer  surveys  refers  to  pref- 
erences of  only  a  fraction  of  the  market.  The  concentration 
of  home  building  on  single-family  houses  largely  ignores  this 
fact.  Indeed  it  has  been  estimated  that  the  largest  potential 
housing  market  of  the  future  consists  of  13  million  "families" 
not  consisting  of  husband-wife-child,  who  now  live  with  others. 

The  life  cycle  of  the  "normal"  housing  consumer  takes  him 
through  some,  but  rarely  all,  of  those  other  classes  of  household. 
Thus  the  "typical"  housing  consumer  may  occupy  a  small  apart- 
ment as  a  single  person  from  the  age  of  20  to  22.  He  may  move 
to  an  apartment  with  a  friend  for  two  years.  At  age  24  he  mar- 
ries and  moves  to  another  apartment  with  his  wife,  living  there 
for  a  year  or  so  when  their  first  child  is  born.  At  that  time  the 
young  family  moves  to  a  larger  apartment  which  they  occupy 
for  the  next  three  years.  At  the  age  of  29  a  second  child  arrives. 
The  first  one  is  now  three  years  old  and  needs  outdoor  play 
space;  the  second  child  needs  a  bedroom. 

The  family  would  like  to  buy  a  home,  but  still  lacks  the 
down  payment  or  income.  They  rent  an  older  home  near  the 
edge  of  the  city  for  two  years.  In  their  early  thirties,  with  the 
third  child  on  the  way,  they  purchase  a  small  new  suburban 
house  with  three  bedrooms.  It  is  too  small  but  it  is  the  best  they 
can  afford,  and  the  family  occupies  it  usually  until  the  husband 
is  in  his  mid-forties.  Then,  if  the  husband's  income  has  increased 
substantially,  they  sell  their  house  for  enough  to  get  the  down 
payment  on  a  larger  house,  one  with  four  bedrooms  and  a 
den-guest  room  to  accommodate  visiting  parents  and  friends. 
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Here  the  "typical"  family  plans  to  stay  "for  the  rest  of  our 
lives."  But  in  fact,  if  their  income  goes  up,  they  may  move  again 
to  a  still  better  home  or  a  better  neighborhood.  The  likelihood 
is  that  the  family  will  remain  in  the  second  owned  home  for 
twelve  to  fifteen  years.  Then  all  of  the  children  will  be  gradu- 
ated from  high  school  and  will  be  employed,  away  at  college,  or 
possibly  married  and  living  in  their  own  homes.  Some  families 
at  this  stage  of  the  family  cycle  move  to  the  greater  conven- 
ience of  an  apartment  or  a  smaller  house.  Others  may  move  to  a 
more  pretentious  home.  But  most  will  continue  to  occupy  their 
"permanent"  home. 

After  the  death  of  one  partner,  usually  the  husband  in  his 
mid-sixties,  the  remaining  partner  may  move  to  a  smaller  apart- 
ment or  into  the  home  of  a  married  child. 

The  "typical"  family  has  occupied  six  apartments,  one  rented 
house,  and  two  or  three  owned  houses  during  its  life  cycle,  a 
total  of  ten  dwellings.  Its  longest  period  of  tenure  was  between 
ten  and  fifteen  years,  in  later  middle  age.  A  change  of  job  to 
another  city,  a  war,  a  depression,  a  divorce,  an  early  death — any 
of  these  contingencies  of  life  might  have  produced  a  larger  total 
number  of  dwellings  and  other  types  or  locations.  Of  the  fifty 
or  more  years  of  adult  history,  a  scant  twenty  were  years  in 
which  the  family  was  composed  of  husband-wife-young  chil- 
dren, yet  this  is  the  only  family  for  which  the  housing  industry 
provides  a  significant  supply  of  new  dwellings,  and  it  is  this  type 
of  family  that  receives  major  attention  in  most  surveys  of  con- 
sumer preference. 

HOIV  Will  Consumer  Wants  Change? 

Nelson  Foote,  who  in  Housing  Choices  and  Housing  Con- 
straints in  this  series,  explored  many  of  the  demographic,  social, 
and  economic  forces  which  are  molding  new  patterns  of  behav- 
ior in  American  family  life,  believes  that  Americans  are  becom- 
ing more  discriminating  and  articulate  about  the  way  they  like 
to  live.  He  points  out  that  a  fast-growing  proportion  of  families 
have  already  started  to  differentiate  their  styles  of  life  instead  of 
merely  upgrading  them.  In  the  process  of  upgrading,  people 
consciously  seek  to  achieve  a  standard  of  living  shared  by  a 
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majority  of  the  population.  In  the  process  of  differentiating 
they  seek,  somewhat  less  consciously,  to  set  themselves  apart 
from  others  by  their  style  of  living.  They  may  do  so  by  shifting 
their  spending  from  television  sets  to  high-fidelity  sound  equip- 
ment, by  developing  leisure-time  activities  which  the  whole 
family  shares,  by  centering  family  life  almost  wholly  within  the 
dwelling,  by  serving  the  community  in  a  purposeful  fashion. 
Whatever  the  new  style  of  life  may  be,  it  starts  at  the  point 
when  some  level  of  upgrading  has  been  achieved  and  then 
branches  out  horizontally  from  that  norm. 

The  principal  expression  of  this  new  behavior  pattern  is  in 
the  use  of  leisure  time.  Since  the  turn  of  the  century,  the  work 
week  in  this  country  has  dropped  from  sixty  hours  to  less  than 
forty  for  most  workers.  The  number  of  paid  holidays  has  in- 
creased and  the  paid  vacation  has  lengthened.  Such  facts  led 
the  Twentieth  Century  Fund  to  conclude  that 

to  a  lessening  degree  is  a  man's  job  the  central  focus  of  his  concern. 
Work  no  longer  appears  to  him  as  the  only  road  to  virtue  and  salva- 
tion. Outside  the  job  lies  the  world  of  family  and  cultural  pursuits. 
And  attainment  of  satisfaction  in  such  areas  seems  hardly  less  signifi- 
cant than  advancement  along  the  straight  and  narrow  path  of  the 
career. 

Inevitably,  such  "attainment  of  satisfaction"  will  have  an  in- 
creasing impact  on  the  house — its  site,  its  design,  and  its  equip- 
ment for  family  living.  Not  everyone  can  indulge  his  taste.  Mil- 
lions of  families  must  take  what  they  can  get  or  hold  on  to  what 
they  already  have. 

When  a  family  achieves  sufficient  status  to  give  it  a  large 
number  of  options  on  where  to  live,  its  choice  of  location 
tends  to  be  based  primarily  on  what  it  wants  out  of  life.  The 
family  that  wants  space  more  than  it  wants  a  wall-oven  may 
start  looking  at  old  houses  in  unfashionable  neighborhoods,  if 
that  is  the  only  way  it  can  get  the  space  or  differentiation  it 
needs.  The  family  that  wants  access  to  theaters  and  museums 
or  jazz  establishments  more  than  it  wants  a  garden  or  a  barbecue 
pit  may  look  for  an  apartment  near  the  downtown  area  of  the 
central  city,  even  if  it  means  going  back  to  public  transporta- 
tion. 
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It  may  be  significant  that  by  the  19605  some  industries  had 
begun  to  play  down  the  theme  of  "keeping  up  with  the  Joneses" 
in  their  campaigns  to  market  consumer  goods.  Instead,  they 
were  appealing  to  the  consumer  to  dare  to  be  different.  They 
were  beginning  to  realize  that  there  is  no  single-faced,  single- 
purpose  consumer  for  any  commodity — even  for  housing. 
There  probably  never  was,  but  the  fiction  was  preserved  for  a 
long  time  by  many  groups,  including  the  producers  of  housing. 


THE  PRODUCER 


Chapter  7 

HOUSING  PRODUCTION: 
ACTORS  AND  ACTIONS 


Management  responsibility  in  the  housing  industry  is  divided 
among  many  poorly  coordinated  elements.  In  addition  to  vari- 
ous types  of  builders,  the  industry  is  made  up  of  materials  man- 
ufacturers and  suppliers,  general  contractors,  subcontractors,  la- 
bor unions,  several  types  of  investors,  realtors,  various  classes  of 
mortgage  lenders,  subdividers,  and  land  developers,  and  many 
Federal,  state,  and  local  government  agencies.  There  is  little  ef- 
fective communication  among  these  groups  or  between  them  and 
the  consumer  of  the  product. 

Among  the  many  deterrents  to  the  rationalization  of  the  build- 
ing industry  is  localism.  Because  the  ultimate  product  of  the  in- 
dustry is  constructed  on  a  specific  piece  of  land  in  a  specific 
locality,  restrictive  local  practices  and  regulations  are  a  major 
barrier  to  improvements  in  housing  construction. 

The  two  major  lines  of  development  in  the  production  of 
houses  since  World  War  II  are  off -site  and  on-site  factory  as- 
sembly. Prefabrication  of  whole  house  packages  has  progressed 
slowly.  Prefabrication  of  parts  or  components  has  become  wide- 
spread. Similar  methods  underlie  the  on-site  factory  assembly 
techniques  that  are  employed  more  and  more  by  large  merchant 
builders.  Both  production  methods  help  reduce  construction  costs 
and  permit  other  management  controls  that  lead  to  economies  of 
bulk  purchasing,  materials  simplification,  regularized  employment, 
and  savings  normal  to  other  industries. 

Further  progress  toward  more  efficient  production  will  require 
additional  capital  investment  in  the  industry  and  better  communi- 
cation among  its  participants.  Most  important,  however,  is  the 
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extension  of  technical  research  by  appropriate  private  and  public 
groups  on  the  assembly  of  the  whole  house,  on  problems  of  land 
acquisition  and  development,  and  on  the  financing  and  installation 
of  community  -facilities  and  utility  services  for  housing. 


Home  building  is  one  of  America's  industrial  frontiers. 
Though  one  of  the  largest  industries,  it  has  only  recently  been 
influenced  by  modern  business  management  and  technology.  Its 
great  productive  achievements  are  still  those  of  a  scattered  army 
of  materials  and  equipment  producers,  builders,  land  developers, 
and  brokers,  large  and  small,  efficient  and  inefficient,  operating 
full  blast  one  year  and  coasting  the  next.  Rationalization,  the 
prime  achievement  of  the  American  economic  system,  has  yet 
to  bring  most  of  its  economies  of  scale,  entrepreneurial  exper- 
tise, and  technological  innovation  to  bear  on  the  business  of 
producing  and  marketing  an  ample  supply  of  housing.  Despite 
impressive  advances  in  the  last  decades,  most  of  the  business  of 
home  building  is  carried  on  by  a  vast  congeries  of  disparate  op- 
erators who  not  only  are  poorly  organized  among  themselves 
but  often  work  in  virtual  isolation  from  each  other.  Home  building 
hardly  justifies  the  term  of  "housing  industry." 

Home  building  is  initiated  by  many  different  organizations 
and  individuals:  custom  builders,  merchant  builders,  land  de- 
velopers, cooperatives,  other  groups  and  institutions,  public 
agencies,  various  classes  of  investors.  These  initiators  are  sup- 
ported by  building  materials  suppliers,  prefabricators,  contrac- 
tors, subcontractors,  labor,  and  lending  institutions.  The  com- 
mitment of  many  of  the  participants  in  home  building  is 
partial;  their  principal  activity  is  in  the  larger  construction 
industry.  This  transient  character  of  their  relationship  to  home 
building  is  a  major  weakness  of  the  industry.  There  are  other 
serious  weaknesses,  however.  Diffuse  location  and  regulatory 
structure  discourage  the  heavy  capital  investment  needed  to  ad- 
vance organization,  technology,  and  marketing.  The  industry  is 
wholly  lacking  in  centralized  management  responsibility.  Respon- 
sibility is  divided  among  a  score  of  relatively  autonomous  ele- 
ments, each  seeking  to  protect  itself  against  the  fluctuations  and 
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insecurities  of  the  business.  There  is  a  lack  of  technological  re- 
search and  development  on  a  scale  comparable  to  that  of  other 
industries.  And,  finally,  the  industry  does  not  engage  in  market 
research  and  the  development  of  merchandising  techniques  of  the 
sort  which  support  the  fast  growth  of  competing  industries. 

These  weaknesses  result  from  a  variety  of  conditions,  some 
of  which  are  inherent  in  the  industry  or  beyond  its  control. 
Four  deserve  special  emphasis,  since  they  must  be  changed  as 
a  prelude  to  decisive  industrial  progress.  These  are  the  prob- 
lems of  cyclical  instability,  land,  government  regulation,  and 
the  market  effects  of  the  existing  supply  of  housing. 

The  notoriously  unstable  character  of  home  building,  its  sus- 
ceptibility to  wide  fluctuations  in  the  business  cycle,  its  extreme 
dependence  upon  externally  supplied  credit,  and,  in  recent 
years,  its  dependence  on  unstable  credit  terms,  have  evidently 
deterred  large-scale  capital  investment  in  the  industry.  An  am- 
ple supply  of  well-located  and  well-serviced  sites  is  essential  to 
the  housing  industry,  but  the  difficulties  of  assembling  land  un- 
der our  system  of  land  ownership  and  the  industry's  depend- 
ence upon  local  governments  for  utilities  and  other  services 
prevent  an  effective  site  assembly  process.  Housing  is  also  sub- 
ject to  a  host  of  regulations  by  governments,  regulations  which 
prevent  many  evils  but  which  can  also  cripple  innovation  and 
experiment.  Lastly,  the  home-building  industry  is  impeded  by 
competition  with  the  huge  existing  supply  of  housing.  In  the 
light  of  these  difficulties,  the  weaknesses  of  the  industry  become 
understandable  and,  conceivably,  remediable. 

The  great  technological  advances  engendered  by  World  War 
II  did  a  good  deal  to  limber  up  the  housing  industry,  and  there 
has  been  considerable  improvement  in  home  building  methods 
in  the  years  since  1940.  But  there  are  still  great  opportunities  for 
further  improvement. 

Case  History  of  Confusion 

Two  major  categories  of  producers,  the  custom  builder  and 
the  merchant  builder,  occupy  crucial  positions;  they  account 
for  about  three-quarters  of  all  home  building.  Confronting  them 
and  dealing  with  them  are  a  much  greater  number  of  entre- 
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preneurs,  who  have  in  common  the  fact  that  they  too  either  ini- 
tiate or  must  collaborate  in  home  building.  The  list  includes 
Federal  agencies,  municipal  bodies,  investors,  investor-builders, 
realtors,  life  insurance  companies,  savings  and  loan  associations, 
savings  bankers,  commercial  bankers,  mortgage  brokers,  reha- 
bilitators,  subdividers,  general  contractors,  subcontractors,  la- 
bor, and,  of  course,  suppliers,  ranging  from  the  local  lumber 
yard  to  General  Electric. 

The  costly  interactions  of  the  housing  industry's  considerable 
body  of  actors,  which  are  examined  in  this  chapter,  can  be  sug- 
gested by  a  description  of  how  most  houses  get  built.  Typically, 
the  builder  in  the  housebuilding  field  starts  with  blueprints 
taken  from  a  published  book  of  plans  and  accommodates  them 
to  facts  of  topography,  local  preferences  and  restrictions,  and 
his  own  experience  and  ideas.  Only  a  small  number  of  houses 
benefit  from  the  services  of  a  professional  architect. 

Next  the  builder  finds  a  piece  of  land  or  scattered  lots  which 
he  believes  to  be  suitable  for  the  house  or  houses  proposed. 
Often  he  uses  the  services  of  a  real  estate  broker.  With  his  land 
cost  fixed,  the  builder  estimates  construction  costs,  dealing  in 
the  process  with  subcontractors  and  suppliers,  computing  social 
security  costs,  adding  in  the  costs  of  his  own  labor  force  and  the 
amount  of  his  profit.  One  or  more  building  permits  are  secured, 
often  aided  by  friendly  acquaintance  with  the  local  building 
inspector.  Meanwhile,  a  loan  is  negotiated  that  will  become  a 
mortgage  when  the  house  is  completed  to  the  satisfaction  of 
the  local  bank  or  savings  and  loan  association  and  of  the  Federal 
Housing  Administration  or  the  Veterans  Administration,  if  they 
insure  or  guarantee  the  mortgage. 

Perhaps  the  most  distinguishing  characteristic  of  the  industry 
is  the  universal  use  of  subcontractors  who  supply  special  materi- 
als, install  them,  and  supervise  their  own  share  of  the  job.  Even 
among  large-scale  operative  builders,  subcontractors  account 
for  30  per  cent  of  the  cost  of  a  house.  In  many  speculative  de- 
velopments the  entire  construction  job,  involving  60  to  80  per 
cent  of  the  final  cost,  may  be  subcontracted.  Subcontractors 
typically  engage  in  both  residential  and  nonresidential  work,  in 
new  building,  and  in  repair  and  maintenance.  They  are  vendors 
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and  installers,  so  that  their  attention  is  divided  among  several 
interests  and  activities.  Albert  G.  H.  Dietz,  of  the  Massachusetts 
Institute  of  Technology,  in  work  he  did  for  this  series,  described 
the  traditional  process  this  way: 

The  typical  builder  expects  to  do  some  of  the  work  with  his  own 
force  and  to  subcontract  the  balance.  Usually  he  retains  carpentry 
because  this  trade  carries  through  the  entire  job.  The  work  progres- 
ses in  a  number  of  separate  operations.  Subcontractor  number  one 
enters,  after  the  house  is  laid  out  on  the  lot,  and  with  his  bulldozer, 
power  shovel,  and  other  equipment  strips  the  topsoil  and  excavates 
for  the  foundation.  He  also  digs  any  necessary  trenches.  He  is  fol- 
lowed by  subcontractor  number  two  (masonry),  who  erects  the 
sectional  forms  for  a  poured  concrete  foundation,  for  which  dealer 
number  one  provides  the  ready-mixed  concrete.  The  forms  may,  of 
course,  be  custom-built  by  the  contractor,  utilizing  lumber  which 
will  later  be  reused  in  the  superstructure;  and  the  foundation  may  be 
concrete  blocks  or  other  masonry  supplied  by  dealer  number  one  and 
erected  by  subcontractor  number  two. 

The  contractor,  drawing  on  his  first  construction  loan  from  the 
bank  (if  he  plans  to  use  one),  brings  in  his  carpenters  and  erects  the 
framing  for  floors,  walls,  partitions,  and  roof  with  material  procured 
from  dealer  number  two.  Subcontractor  number  three  (the  plumber) 
begins  to  install  the  rough  plumbing,  including  sewer  and  water  con- 
nections to  the  street.  Subcontractor  number  two  erects  the  chimney. 
While  the  roofing  is  being  applied  by  the  contractor  or  by  subcon- 
tractor number  four  (the  roofer  and  sheet  metal  man),  subcontractor 
number  five  (the  electrician)  and  subcontractor  number  six  (the 
heating  man)  install  their  rough  lines  and  make  necessary  connec- 
tions to  street  utilities.  In  the  meantime,  windows  and  exterior  doors 
are  being  hung.  These  are  obtained  from  dealer  number  two 
(lumber)  or  dealer  number  three  (millwork). 

At  least  one  payment  has  by  this  time  been  made  by  the  owner,  so 
the  builder  is  in  a  financial  position  to  meet  some  of  his  obligations  and 
to  proceed  with  subcontractor  number  seven  (the  plasterer).  How- 
ever, the  building  inspector,  the  plumbing  inspector,  the  wiring  in- 
spector, and  possibly  the  heating  inspector  must  approve  the  con- 
struction to  this  point.  An  FHA  or  VA  inspector  may  also  have  to 
pass  on  the  construction.  [Closing  in  parts  of  the  structure  may  be 
delayed  for  days  until  all  inspections  have  been  completed.] 

With  the  insulation  installed,  and  lath  and  plaster  applied,  millwork 
and  flooring  arrive  from  dealers  two  and  three  and  are  erected  by  the 
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contractor's  own  crew,  or  the  flooring  may  be  installed  by  subcon- 
tractor number  eight  (the  floor  layer).  Eventually,  the  time  comes 
for  subcontractors  three  (plumber),  five  (electrician),  and  six  (heat- 
ing) to  install  fixtures  and  appliances  either  supplied  by  themselves  or 
purchased  by  them  from  dealers  four,  five,  and  six — or  by  the  con- 
tractor or  in  some  instances  by  the  owner.  In  the  meantime,  subcon- 
tractor two  (masonry)  is  finishing  the  fireplace  and  subcontractor 
four  (sheet  metal)  is  installing  the  hood  over  the  kitchen  range. 

Subcontractor  number  nine  (the  painter),  who  has  already  applied 
at  least  one  coat  of  paint  outdoors,  arrives  and  applies  paint  and 
whatever  other  finishes  are  called  for  at  the  same  time  that  he  hangs 
wallpaper  purchased  from  dealer  number  seven,  from  whom  he  may 
also  purchase  his  paint  if  he  does  not  obtain  it  directly  from  the  paint 
manufacturer  or  from  a  wholesaler. 

Finally,  the  contractor  installs  the  finish  hardware  purchased  from 
dealer  number  eight.  He  also  grades  the  yard  and  he  may  plant  it 
with  grass  seed  purchased  from  dealer  number  nine,  the  nurseryman; 
on  the  other  hand,  the  owner  may  elect  to  save  a  little  money  and 
undertake  to  do  the  final  grading  and  seeding  himself. 

After  the  last  bit  of  haggling  over  extras  has  been  completed,  the 
contractor  has  furnished  proof  that  all  bills  have  been  paid,  and  the 
inspectors  have  made  their  last  inspections,  the  owner  with  consider- 
able misgiving  makes  the  final  payments,  which  the  contractor  hopes 
will  provide  a  profit  after  he  pays  off  his  last  bank  loan. 

The  difficulty  with  this  somewhat  intricate  process  is  not  simply 
its  complexity.  One  of  the  largest  developers,  the  Levitt  firm,  for 
instance,  relies  heavily  on  a  large  number  of  subcontractors  and 
yet  keeps  costs  low.  Firms  in  other  industries  deal  with  many 
suppliers — General  Motors  has  some  18,000  of  them — without 
adverse  effects  on  production  efficiency.  The  basic  problem  is 
management.  Too  many  sorts  of  people  are  in  on  too  many  of  the 
basic  acts  of  housebuilding  for  the  producer  to  plan  his  operation 
with  any  precision.  He  cannot,  for  example,  set  up  exact  supply-in 
supply-out  schedules  of  the  sort  common  in  most  industries.  He 
cannot  establish  a  firm  work  schedule,  since  the  start  of  one  trade 
is  dependent  upon  the  completion  of  the  work  of  another,  and 
each  trade  is  working  on  its  own  under  a  contract  which  it  is 
trying  to  make  profitable. 

The  housing  industry,  in  other  words,  is  not  a  clear-cut  en- 
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tity  like  steel-making  or  textile  manufacturing,  in  which  the  op- 
erations of  any  single  firm  are  under  continuous  management 
control.  It  is,  in  fact,  a  heterogeneous  aggregation  of  more  or  less 
related  industries,  government  bodies,  financial  institutions,  and 
labor  unions.  This  structure  was  well  suited  to  the  day  when  the 
objective  was  to  provide  single  units  of  any  design,  material,  and 
size  at  any  time  anywhere.  Under  modern  conditions  of  demand, 
the  wonder  is  that  it  works  so  well. 

THE   BUILDERS 

A  1948  survey  by  the  Bureau  of  Labor  Statistics  revealed  that 
about  250,000,  or  nearly  one-fifth,  of  the  houses  built  in  that  year 
were  put  up  by  "firms"  which  built  only  one  house.  Half  of  all 
builders  erected  fewer  than  ten  houses  a  year,  and  89  per  cent 
built  fewer  than  25.  The  remaining  u  per  cent  of  the  builders 
produced  47  per  cent  of  the  houses.  Thus  "builders"  is  a  cate- 
gory that  ranges  from  amateur  one-house  builders  to  large  busi- 
nesses producing  several  thousand  homes  a  year. 

An  analysis  of  the  membership  of  the  National  Association  of 
Home  Builders  revealed  that  in  1959,  10  per  cent  of  the  members 
built  59  per  cent  of  the  houses  built  by  members.  Only  1.5  per 
cent  of  the  members  built  500  or  more  houses  in  that  year. 
Fifty-eight  per  cent  built  25  or  fewer. 

The  one-house  builder  may  be  a  part-time  contractor  who 
works  on  other  jobs  and  builds  a  house  on  the  side,  or  he  may  be 
a  prospective  owner  building  his  own  home  with  his  own  labor 
or  through  subcontractors.  Whether  he  engages  in  building  on  a 
full-time  or  part-time  basis,  and  whether  as  a  business  or  for  his 
own  use,  such  a  builder  buys  materials,  lets  subcontracts,  and 
employs  labor  on  a  retail  basis — one  house  at  a  time. 

The  custom  builder,  a  businessman  who  builds  houses  to  the 
specifications  of  individual  buyers,  operates  in  much  the  same 
way.  He  may  build  several  or  even  many  houses  each  year,  but 
each  house  built  involves  separate  purchases,  subcontracts,  per- 
mits, and  employment.  The  custom  builder's  organization  is  the 
same  regardless  of  size:  minimal  office  organization  and  over- 
head, and  a  system  of  materials  supply  and  subcontracting  that 
prevents  him  from  exercising  more  than  loose  control  over  his 
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operation  but  does  not  prevent  his  taking — or  seeking  to  take — 
a  profit  on  the  profits  already  taken  by  the  suppliers  and  the  sub- 
contractors. 

The  large-scale  builder  is  growing  in  number  and  size.  He  may 
be  an  operative  builder  (or  merchant  builder,  as  he  prefers  to  be 
called),  land  subdivider,  or  general  contractor.  Operative  build- 
ers are  responsible  for  more  than  half  of  all  building.  They  build 
speculatively  for  sale  to  consumers  rather  than  by  contract  with 
a  particular  customer.  Compared  with  custom  builders,  op- 
erative builders  may  have  tighter  controls  over  their  organiza- 
tions and  operations.  Their  approach  to  the  production  of  houses 
differs  considerably  from  that  of  other  builders. 

The  operative  builder  acquires  land  for  the  erection  of  houses, 
arranges  the  financing  of  the  project,  subdivides  land  and  deter- 
mines building  design,  undertakes  the  carpentry  work,  and  over- 
sees the  performance  of  the  other  work  that  is  subcontracted.  He 
may  even  maintain  a  sales  force  to  sell  properties  when  they  are 
completed.  Since  he  produces  groups  of  houses  from  similar  or 
identical  plans  at  one  location  during  a  single  undertaking,  he  is 
in  a  position  to  obtain  important  economies  in  the  purchase  of 
land,  the  mass  construction  of  structures,  the  purchase  of  sup- 
plies, and  the  scheduling  of  labor  and  equipment.  The  scale  of 
his  operation  may  vary  from  five  to  ten  properties  to  thou- 
sands, with  economies  of  operation  usually  increasing  with  the 
size  of  a  project.  The  factor  common  to  each  such  project,  how- 
ever, is  improved  management  control. 

Some  of  the  largest  builders,  like  the  Centex  Construction 
Company  of  Dallas,  William  J.  Levitt,  the  Mackle  Brothers  of 
Miami,  and  John  F.  Lang  of  Phoenix,  produce  one  or  more  thou- 
sands of  dwellings  a  year.  Because  of  the  large  volume  of  sales 
required  for  their  operations,  the  mass  builders  concentrate  in 
the  fastest  growing  portions  of  urban  America:  the  Southwest, 
Florida,  Texas,  and  the  New  York,  Washington,  and  Chicago 
areas. 

Many  of  the  largest  builders  gained  their  experience  in  mass 
construction  during  the  war  when  the  government  bore  the  risk. 
Some,  like  Centex,  have  become  national  firms,  working  in 
widely  separated  areas.  A  firm  such  as  Levitt's  has  so  sound  a  bal- 


HOUSING  PRODUCTION:  ACTORS  AND  ACTIONS     107 

ance  sheet  (unlike  that  of  the  usual  small  builder)  that  it  can  get 
regular  commercial  loans  rather  than  the  more  restrictive  con- 
struction loans  for  its  full-size  residential  communities.  In  1959, 
Levitt  and  Sons,  Inc.,  for  the  first  time,  offered  stock  in  the  com- 
pany to  the  public. 

Subdividers  and  general  contractors  work  together  to  ac- 
complish much  the  same  result.  The  subdivider  options  a  piece 
of  land,  arranges  for  its  subdivision,  obtains  financing,  secures 
local  government  permits  and  Federal  insurance  commitments, 
and  provides  house  plans.  Thereafter  he  "buys  the  job";  that  is, 
he  purchases  the  rest  of  the  work  from  general  contractors  and 
subcontractors,  sharing  to  greater  or  lesser  extent  with  the  gen- 
eral contractor  the  function  of  management,  and  leaving  the  sale 
of  the  finished  properties  in  the  hands  of  real  estate  brokers. 

General  contracting  is  a  fairly  sizable  operation,  but  it 
includes  organizations  that  work  on  heavy  projects  like  road 
work  or  utility  construction.  Moreover,  contractors  for  residen- 
tial building  usually  engage  in  commercial  and  industrial  build- 
ing as  well.  But,  as  a  group,  they  often  have  sufficient  economic 
weight  and  sufficient  management  experience  with  sizable  build- 
ing projects  to  bargain  effectively  with  other  groups,  including 
building  unions. 

Public  authorities,  cooperatives,  nonprofit  associations,  labor 
organizations,  and  welfare  and  civic  groups  initiate  3  per  cent 
to  5  per  cent  of  new  dwelling  units.  Investors  in  rental  housing 
initiate  8  or  10  per  cent  to  15  per  cent.  They  may  include  in- 
dividuals, syndicates,  or  lending  institutions.  These  groups  often 
have  substantial  funds  of  their  own  or  access  to  other  funds. 
Their  ability  to  secure  financing  sometimes  gives  them  an 
economic  weight  greater  than  that  of  other  producers  on  par- 
ticular developments,  and  they  employ  different  production 
methods.  Usually  they  are  dependent  upon  the  building  services 
of  others:  architectural  firms,  general  contractors,  and  the  like. 

SUBCONTRACTORS   AND   SUPPLIERS 

Subcontracting  is  characteristic  of  all  building  operations,  re- 
gardless of  size  or  sponsorship.  It  accounts  for  most  of  the  dollar 
volume  of  residential  building,  apparently  increasing  in  proper- 
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tion  on  larger  projects.  There  are  more  than  sixty  types  of  sub- 
contracting, the  most  common  being  excavation,  masonry,  car- 
pentry, plumbing  and  heating,  electrical,  plastering,  and  paint- 
ing. Flooring,  roofing,  glazing,  tile  setting,  and  cabinetwork 
come  next.  These  and  other  subcontracts  are  found  in  even  single 
house  projects.  Subcontracts  usually,  but  not  invariably,  require 
the  subcontractor  to  supply  the  materials  and  install  them  in  the 
building.  Thus  the  subcontractor  is  both  purchasing  agent  and 
employer  of  specialized  workmen.  On  large  developments,  how- 
ever, the  merchant  builder  may  do  the  purchasing  himself  and 
subcontract  only  installation  work. 

Subcontracting  flourishes  not  only  because  of  the  need  for 
special  skills  and  special  materials,  but  also  because  no  single 
building  effort  can  offer  steady  employment  for  all  of  the  skills 
required.  The  subcontractor  can  keep  his  plumbers  busy  on  a 
mixture  of  new  building  and  maintenance  and  repair  on  old 
buildings,  residential  and  nonresidential.  The  same  continuity  of 
business  provides  him  with  a  volume  of  purchases  sufficient  to 
justify  normal  trade  discounts.  Subcontractors  vary  widely  in 
size  and  some  are  large  and  stable  enough  to  constitute  very 
large  business  firms,  but  the  larger  the  business  the  more  diverse 
the  locations  and  jobs.  Hence  the  largest  subcontractors  may 
be  large  materials  dealers,  or  even  producers  who  also  install. 

Behind  the  subcontractor  or  the  builder  lies  a  broad  system 
for  producing  and  distributing  building  materials.  Both  subcon- 
tractors and  builders  obtain  materials  from  wholesalers,  jobbers, 
regional  sales  offices  and  warehouses  which  exist  to  stock,  sell, 
and  supply  the  wide  range  of  building  materials  and  equipment 
of  varying  sizes  and  qualities  that  go  into  building.  This  system 
must  supply  the  retail  needs  of  house  repair  and  maintenance, 
the  wholesale  needs  of  large  builders,  and  the  equally  large  re- 
quirements of  nonresidential  buildings.  It  is  perhaps  for  this  rea- 
son that  the  ubiquitous  lumber  yard — supplying  lumber,  builders' 
hardware,  millwork,  and  usually  credit — remains  a  major  feature 
of  the  industry,  providing  much  of  the  additional  capacity 
needed  in  times  of  building  booms.  Actually,  many  suppliers  do 
a  bigger  business  each  year  in  the  modernization,  maintenance, 
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and  repair  of  the  58  million  existing  dwellings  than  they  do  in 
the  erection  of  the  million  or  so  new  dwellings.  Replacement  of 
roofing,  linoleum,  and  flooring,  together  with  modernization  of 
bathrooms,  kitchens,  plumbing,  and  heating  equipment  is  a  sub- 
stantial business,  typically  carried  on  by  manufacturer's  dealers 
who  not  only  sell  but  install  the  various  products. 

MANUFACTURERS 

Manufacturers  of  building  materials  are  stronger  than  any 
other  group  involved  in  housing,  but  not  strong  enough  to  bring 
to  housing  the  much  needed  rationalization  that  is  characteristic 
of  their  own  operations.  There  are  large  companies  in  the  fields 
traditionally  associated  with  housing — plumbing  fixtures,  ce- 
ment, plaster,  lumber,  glass,  heating  equipment,  and  stock  mill- 
work — and  also  in  the  raw  materials  industries  and  appliance 
fields  which  also  supply  to  housing.  These  firms  are  aggressive 
in  merchandising,  research,  and  development,  but  only  part  of 
their  sales  are  directed  to  housing.  The  1959  gross  sales  of  a  few 
of  them,  shown  in  the  accompanying  table,  indicate  their  size. 

TABLE  4.    VOLUME  OF  BUSINESS  FOR  SELECTED  CORPORATIONS 


Industry 

Company 

1959  sales 

Cement  

Lone  Star 

$      88,731,000 

Equipment  .        .             

General  Electric 

4,349,509,000 

Glass 

Pittsburgh  Plate  Glass 

606,947,000 

Lumber  and  plywood  

Weyerhaeuser 

458,339,000 

Paints  

National  Lead 

530,551,000 

Plumbing  and  heating  
Metals 

American  Standard 
United  States  Steel 

517,413,000 
3,643,040,000 

Wallboard,  roofing  and  tile  

Johns  Manville 

377,562,000 

Source:  "The  Fortune  Directory — The  500  Largest  Industrial  Corpora- 
tions," Fortune,  July,  1960. 

There  are  also  many  small  manufacturers  who  produce  for  local 
markets,  such  as  those  for  bricks  and  cement  block.  And  finally, 
there  are  companies  which  install  as  well  as  manufacture  material, 
thus  serving  both  as  subcontractors  and  as  suppliers. 
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Large  suppliers  and  some  manufacturers  allow  discounts  for 
the  quantity  orders  of  large-scale  merchant  builders,  some  of 
whom  are  said  to  buy  more  consumer  durable  goods  than  any 
retail  outlet.  But  even  so,  there  is  little  "factory-to-factory"  sell- 
ing in  the  housing  industry. 

ARCHITECTS   AND   BROKERS 

Architects,  landscape  architects,  engineers,  lawyers,  and  real 
estate  brokers  also  play  a  significant  role  in  housing.  Because  of 
their  professional  status  architects  rarely  initiate  business;  in 
fact  they  are  not  consulted  for  most  housing.  The  smaller  pro- 
ducers tend  to  use  plans  developed  from  their  own  experience 
or  to  copy  and  modify  stock  plans  appearing  in  trade  journals, 
popular  magazines,  and  the  like.  Merchant  builders,  however,  are 
turning  more  and  more  to  professional  architects;  some  of  the 
large-scale  builders  have  full-time  architectural  staffs  of  their 
own,  as  do  the  prefabricators  of  packaged  houses.  A  few  archi- 
tects have  developed  large  practices  on  a  royalty  basis  with 
large  builders.  The  consequence  of  these  practices  is  a  wide  gap 
between  the  architectural  quality  of  the  best  built  larger  devel- 
opments and  the  product  of  the  smaller  speculators.  The  materi- 
als manufacturers  and  trade  associations  who  hold  national  de- 
sign competitions  and  seek  to  popularize  the  system  of  fixed  fee 
plus  royalty  for  architects  are  helping  to  narrow  the  gap. 

In  comparison  with  architects,  real  estate  brokers  are  omni- 
present. Some  brokers  initiate  building  projects.  Most  of  them 
serve  as  intermediaries  at  the  beginning  of  the  housebuilding 
process  by  assembling  a  site  and  negotiating  its  sale  to  an  individ- 
ual or  a  merchant  builder,  and  at  the  end  of  the  process,  by  serv- 
icing the  market  for  the  sale  of  houses  to  consumers.  The  con- 
sumer depends  upon  the  broker  for  information  about  the  char- 
acteristics of  a  dwelling,  its  relative  value,  the  soundness  of  its 
construction,  its  conformity  to  codes  and  ordinances,  the  char- 
acteristics of  the  neighborhood  in  which  it  is  located,  and  even 
the  sources  of  funds  by  which  it  can  be  financed.  Real  estate 
brokers  often  engage  in  buying  and  selling  for  their  own  ac- 
counts and  they  manage  properties,  serve  as  mortgage  brokers, 
and  act  as  rental  agents. 
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The  typical  brokerage  is  a  one-  or  two-man  operation.  Rarely 
is  it  as  large  as  five.  Large-scale  developers  typically  bypass  brok- 
ers and  sell  their  houses  through  salesman  employed  on  a  salary 
basis.  Other  merchant  builders  retain  brokers  on  a  fee  basis — 
usually  less  than  the  standard  5  per  cent. 

Who  Is  in  Charge  Here? 

The  modern  concept  of  managerial  responsibility  hardly  oper- 
ates within  the  home-building  industry  which,  on  the  whole, 
functions  like  a  complex  of  medieval  guilds,  each  guild  accept- 
ing limited  duties  and  responsibilities,  each  guild  protecting  its 
own  interests.  The  builder,  the  subcontractor,  the  materials  sup- 
plier, the  broker,  the  subdivider,  the  manufacturer  of  raw  or  fin- 
ished materials,  each  has  a  part  to  play;  as  do  the  Federal  gov- 
ernment and  the  mortgage  lender,  discussed  in  detail  elsewhere 
in  this  volume;  and  the  local  government  with  its  regulations 
for  building,  land  subdivision,  and  land  use.  The  lenders  provide 
most  of  the  funds  for  building  and  for  home  purchase,  but  their 
rightful  concern  for  the  security  of  the  depositors'  money  leads 
them  to  extremes  of  caution — and  dependence  upon  the  initia- 
tive of  others.  The  regulations  of  local  government  may  prevent 
bad  building,  but  they  cannot  assure  good  or  adequate  buildings. 
Each  participant  in  the  home-building  process  is  important;  each 
depends  on  the  other.  But  no  one  is  in  charge. 

Many  forces  work  to  perpetuate  confusion  of  management  in 
the  housing  industry.  The  industry  must  provide  a  wide  variety 
of  house  prices  and  dwelling  types  under  sundry  financial  ar- 
rangements at  numerous  locations  spread  over  a  vast  continent. 
The  uniquely  complex  process  of  putting  up  a  structure  requires 
the  processing  of  land  as  well  as  of  equipment  and  material,  the 
approval  of  the  community  as  well  as  of  the  owner.  Construction 
takes  place  on  a  specific  plot  of  land  in  a  specific  locality.  The 
business  of  building  and  the  profession  of  design,  the  system  of 
mortgage  finance,  the  code  of  community  standards,  and  the 
union-unit  bylaws  are  all  based  on  the  notion  that  houses  will 
continue  to  be  built  as  they  always  have  been.  A  host  of  persons, 
ranging  from  the  local  lumber  yard  owner  and  the  local  banker 
to  the  FHA  inspectors  and  the  producers  of  building  materials, 
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have  a  vested  interest  in  the  traditional  house  production  system. 
Most  of  these  forces  and  the  conventions  which  surround  them 
are  imbedded  in  local  practice.  Indeed,  local  habits  are  so  taken 
for  granted  in  home  building  that  they  operate  practically  with 
the  force  of  fixed  rules.  Thus  localism  stands  out  as  a  strong  in- 
herent impediment  to  improved  housing  at  lower  prices. 

Localism  is  both  a  cause  and  an  effect  of  the  small  scope  of  the 
average  builder.  His  output  is  too  small  to  give  him  enough 
economic  weight  to  act  as  an  efficient  manager.  He  finds  it  diffi- 
cult to  maintain  exact  accounts,  he  cannot  control  his  financing, 
nor  can  he  obtain  the  best  bargains  in  dealing  with  other  in- 
terests that  make  up  the  housing  industry.  It  is  easy  for  him  to 
get  into  building;  all  he  has  to  do  is  declare  himself  a  contractor 
and  then  call  on  the  services  of  subcontractors  and  building  ma- 
terials suppliers.  It  is  also  easy  for  him  to  get  out  of  the  industry; 
only  rarely  does  he  have  any  permanent  investment  in  it. 

If  no  one  is  in  charge  in  the  home-building  industry  and  if 
localism  seems  to  defeat  aggressive  leadership  at  most  points,  the 
large  merchant  builders  and  contractors  are  in  a  better  position 
than  most  other  participants  to  effect  important  changes.  They 
can  benefit  from  certain  controls  over  cost  that  are  not  available 
to  small  builders,  and  they  can  economize  by  the  use  of  mass- 
construction  techniques  that  are  possible  only  in  quantity  pro- 
duction. Quantity  production  permits  the  large  builder  to 
schedule  work  systematically,  to  obtain  package  delivery  of  pre- 
cut  materials  to  each  house  site,  reducing  the  idle  and  lost  time 
that  comes  from  moving  crews  from  building  to  building,  and 
to  make  connections  with  utilities  and  road  systems  on  a  whole- 
sale basis.  Furthermore,  quantity  production  stimulates  the  de- 
velopment of  specialized  work  crews,  sales  staffs,  and  experts  in 
municipal  controls  and  Federal  regulations.  But  only  a  few  of  the 
largest  scale  merchant  builders  are  yet  at  the  point  where  they 
can  exercise  decisive  influence  upon  the  costs  of  materials,  sub- 
contracts, labor,  and  land,  or  upon  government  regulations  and 
private  landing  policies. 

The  relative  strength  of  the  various  parts  of  the  industry  may 
be  weighed  in  terms  of  their  relative  contribution  to  the  sum  total 
of  housing  costs.  Builders  typically  allocate  costs  according  to  a 
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fourfold  division  of  land,  labor,  subcontracts,  and  materials.  Usu- 
ally on-site  labor  accounts  for  30  to  40  per  cent  of  construction 
costs,  building  materials  account  for  another  40  per  cent  of  con- 
struction costs,  and  land,  fees,  other  services,  and  profit  account 
for  the  rest.  This  division  tends  to  obscure  the  basic  contributions 
of  other  parts  of  the  industry.  The  builder  knows  what  he  pays 
for  the  labor  directly  employed  by  him,  but  not  what  labor  costs 
are  in  the  bids  of  his  subcontractors.  He  knows  the  price  tags  on 
building  materials  which  he  purchases  directly,  but  he  does  not 
know  the  price  tags  on  the  materials  provided  by  subcontractors. 
Only  the  big  merchant  builders  are  in  a  position  to  exercise  any 
decisive  influence  over  the  largest  costs  in  their  own  opera- 
tions. 

There  are  no  systematic  studies  of  the  relative  efficiency  of 
the  different  elements  of  the  building  industry.  From  time  to 
time,  there  have  been  intensive  studies  of  building  labor,  ma- 
terials distribution  processes,  or  other  single  parts  of  the  housing 
industry,  but  most  of  them  reveal  nothing  about  relative 
efficiency.  Perhaps  the  best  study  in  this  field  is  Sherman  Maisel's 
analysis  of  the  relative  efficiency  of  different-sized  operative 
builders  in  the  San  Francisco  Bay  area,  which  showed  that  costs 
decreased  from  $9,500  to  $8,750  as  the  size  of  the  builder  in- 
creased, while  overhead  and  profits  rose  from  $741  to  $1,608. 

Will  Prefabrication  Help? 

The  manufacture  of  houses  or  of  their  component  parts  before 
they  reach  the  site  on  which  they  are  to  be  erected  is,  variously,  a 
system  of  providing  builders  with  supplies,  a  method  of  creating 
and  merchandizing  an  almost  complete  house  package,  and  a 
philosophy  of  production.  The  philosophy  expresses  itself  in  the 
hope  that  prefabrication  will  eventually  provide  for  housing  the 
economies  and  efficiencies  that  characterize  large  vertically  or- 
ganized industries.  Despite  significant  progress  during  the  post- 
war period,  both  in  the  development  and  in  the  marketing  of 
prefabricated  houses,  the  hope  has  not  yet  been  realized. 

The  completeness  of  the  prefabricated  package  varies  from 
about  25  per  cent  to  90  per  cent  of  the  material  comprising  the 
house.  Some  prefabricates  offer  a  house  complete  except  for  its 
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site  connections,  but  most  prefabricators  supply  merely  the 
shell  materials  for  the  superstructure,  leaving  to  local  contractors 
the  provision  and  installation  of  plumbing  and  heating,  founda- 
tions, final  finish,  and  many  fixtures.  Another  variation  is  the 
manufacture  by  local  lumber  dealers  of  wall  panels,  cabinets,  and 
millwork  of  standard  dimensions  and  of  varying  completeness. 
The  erection  of  a  house  from  such  materials  clearly  effects  cer- 
tain economies,  but  it  does  not  change  the  fundamental  process 
by  which  most  houses  are  built.  In  all  but  the  first  of  these  cir- 
cumstances, most  of  the  total  cost  of  a  prefabricated  house  is  in- 
curred on  the  site  rather  than  in  the  factory.  Even  when  a  near- 
complete  house  is  delivered,  land  must  be  cleared,  the  site  graded, 
and  utilities  and  foundations  installed. 

Prefabricated  housing  still  accounts  for  less  than  one-tenth  of 
all  residential  building,  and  no  single  firm  produces  the  large 
number  of  units  characteristic  of  large  firms  in  other  industries. 
The  largest  prefabricator  (including  its  subsidiaries)  in  the 
United  States  produced  about  45,000  units  in  1959,  or  about  3.5 
per  cent  of  all  single-family  nonfarm  homes  produced.  (Its  pro- 
duction dropped  to  about  30,000  dwelling  units  in  1960.)  The 
total'output  of  the  prefabricators  in  1959  was  estimated  at  from 
90,000  units  to  as  many  as  140,000  units,  depending  on  the 
definition  of  prefabrication.  The  level  of  industrialization  pos- 
sible with  this  volume  of  production  is  obviously  different  from 
the  level  of  industrialization  in  some  other  industries  where 
several  large  manufacturers  may  each  be  responsible  for  10  per 
cent  or  more  of  production. 

Moreover,  manufacturers  of  most  other  consumer  goods  have 
control  of  their  products  up  to  the  time  they  are  finished  and 
sold  to  a  wholesaler,  sometimes  even  up  to  the  time  they  are  sold 
to  the  customer.  The  prefabricator  has  no  such  control,  for  he  is 
dependent  upon  a  builder-dealer  in  the  field  who  will  arrange 
for  the  acquisition  of  the  land,  the  installation  of  foundations  and 
utilities,  the  erection  of  the  house,  and  in  most  cases  the 
final  mortgage  and  sale.  The  prefabricator,  in  short,  has  little 
effective  control  over  his  builder-dealer  and  for  all  his  man- 
ufacturing efficiency  falls  victim  to  the  inefficiencies  of  local- 
ism. The  best  example  of  an  exception  to  these  generalizations  is 
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National  Homes,  which  now,  through  its  dealers,  carries  its 
package  process  through  land  acquisition,  manufacture,  and 
mortgage  financing.  The  market  prices  of  finished  prefabricated 
homes  usually  are  set  to  compete  with  prices  of  houses  built  by 
conventional  construction.  Thus  their  potential  economies  will 
benefit  consumers  only  if  competition  forces  all  prices  down. 

Viewed  not  as  the  producer  of  a  finished  product  but  as  a 
supplier  of  packages  of  materials,  the  prefabricator  still  serves  to 
help  rationalize  the  building  industry.  This  view  recognizes  that 
the  diversity  of  building  types,  sizes,  prices,  and  locations  im- 
poses limitations  on  the  degree  of  standardization  possible  in 
home  building.  It  recognizes  also  that  prefabrication  makes  pos- 
sible for  houses  on  scattered  sites  some  of  the  economies  of  mer- 
chant building.  Seen  in  this  way,  progress  in  prefabrication  is 
to  be  measured  not  only  in  terms  of  the  number  of  complete  pre- 
fabricated packages  sold,  but  in  terms  of  the  influence  of  pre- 
fabrication on  the  suppliers  of  conventional  builders:  lumber 
yards,  cabinet  manufacturers,  and  manufacturers  of  other  house 
components.  Actually,  there  has  been  steady  progress  since 
World  War  II  both  in  the  production  of  more  or  less  completely 
prefabricated  packages  and  in  the  production  of  prefabricated 
components.  Both  types  of  production  have  undoubtedly  served 
to  increase  the  efficiency  of  the  home-building  industry. 

Meanwhile  housing  of  a  fully  prefabricated,  industrialized  sort 
is  being  provided  in  dramatically  increasing  numbers  by  the 
trailer  manufacturers,  who  operate  wholly  outside  the  housing 
industry.  The  market  for  mobile  homes  is  made  up  principally 
of  persons  in  mobile  or  semi-mobile  occupations,  retired  persons, 
and  couples  without  adolescent  children,  but  it  continues  to 
grow  at  a  fast  rate.  In  1959  there  were  3.5  million  persons  living  in 
1.2  million  mobile  homes.  The  148,600  trailers  sold  that  year 
equaled  more  than  10  per  cent  of  all  housing  starts  and  ex- 
ceeded the  number  of  prefabricated  house  sales.  Sales  of  mobile 
homes  and  travel  trailers  totaled  $691  million  in  1959;  output, 
however,  decreased  in  1960. 

The  growth  in  the  trailer  industry  results  not  from  increased 
recreational  use  of  trailers  but  from  increased  residential  use.  The 
mobile  home  is  mobile  in  the  sense  that  it  can  be  moved,  even 
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though  it  rarely  is.  The  usual  trailer  is  now  so  wide  and  so  long 
that  its  owner  may  move  without  moving  the  trailer,  selling  the 
old  one  and  buying  a  new  one  at  the  new  location.  The  trailer  is, 
in  effect,  a  highly  compact,  highly  efficient,  easily  exchanged 
dwelling  that  requires  minimum  maintenance  and  minimum 
financial  involvement — f.o.b.  prices  for  a  40-foot  model  running 
as  low  as  $5,000.  However,  the  square  foot  cost  is  still  higher  than 
that  of  efficiently  produced  development  houses. 

Trailers  are  produced,  distributed,  and  financed  the  way  auto- 
mobiles are.  Indeed,  the  trailer  business  is  essentially  an  append- 
age of  the  automobile  and  truck  industry  from  whose  already 
rationalized  operations  it  benefits.  Furthermore,  it  is  freed  from 
all  the  production  complexities  associated  with  erecting  a  piece 
of  local  real  property.  No  one  envisages  a  nation  of  homes  on 
wheels;  but  the  trailer  dramatizes  the  efficiency  of  an  in- 
dustrialized dwelling  and  the  acceptance  of  such  a  dwelling  by  a 
part  of  the  market. 

Outlook  for  the  Future 

The  diffusion  of  responsibility  for  home  building  among  a 
dozen  or  more  types  of  businesses  means  that  no  one  single  ele- 
ment in  the  industry  is  strong  enough  to  exercise  unifying 
leadership  for  the  industry  as  a  whole.  Because  the  industry  is 
made  up  of  so  many  relatively  small  operating  units,  no  one 
exerts  the  economic  influence  necessary  to  convert  it  into  a  more 
effective  structure.  Incentives  for  improved  efficiency  are  lack- 
ing, particularly  in  those  parts  of  the  industry  that  account  for  a 
significant  proportion  of  costs;  and  a  division  of  attention  by 
many  producers  between  residential  and  other  types  of  building 
impedes  consolidation  or  simplification.  Because  more  and  more 
of  the  housing  dollar  is  going  into  their  products,  the  appliance 
or  equipment  manufacturers  conceivably  might  supply  the 
unifying  force;  but  in  each  case  they  deal  in  markets  vastly  larger 
and  more  remunerative  than  home  building. 

Experience  in  the  period  from  1950  to  1960  points  to  the  large 
merchant  builder  as  the  most  hopeful  element  in  achieving  ra- 
tionalization of  the  industry.  He  has  already  produced  economies 
in  building  and  begun  to  analyze  cost  components.  His  volume 
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puts  him  in  an  effective  position  to  bargain  with  mortgage  lend- 
ers, labor,  subcontractors,  materials  suppliers,  and  local  govern- 
ment. His  economies  of  scale  bring  him  a  kind  of  fiscal  stability 
denied  the  small  builder  and  hence  a  readier  access  to  invest- 
ment funds.  Large  orders  for  materials  mean  that  he  can  ask  for 
and  get  specialized  designs  and  product  research  from  basic  sup- 
pliers. A  closer  control  over  on-site  labor  means  the  opportunity 
to  schedule  operations  to  avoid  seasonal  swings  in  production. 

Only  within  a  large,  tight-knit,  efficiently  managed  organiza- 
tion is  it  possible  to  strengthen  or  eliminate  most  of  the  weak 
links  in  the  long  chain  of  actions  that  keep  the  majority  of  build- 
ers inefficient  and  insecure.  Two  organizational  prototypes  for 
the  future  obviously  are  Levitt  and  National  Homes,  one  using 
on-site  factory  assembly,  the  other  off-site  factory  manufacture. 
Both  have  concentrated  on  managerial  improvements  and  in- 
novations and,  as  their  volume  of  production  has  risen  year  by 
year,  each  has  employed  real  advances  in  design  and  technology. 
Each,  however,  faces  the  problem  of  land  and  sites.  In  1959  one 
large  builder  estimated  that  40  per  cent  of  his  costs  were 
attributable  to  planning,  finding,  and  assembling  land  and  dealing 
with  local  controls.  The  remainder  divided  itself  evenly  be- 
tween the  cost  of  underground  utilities  and  community  facilities 
and  the  house  itself. 

Not  many  builders  can  afford  to  operate  as  large-scale  land 
developers.  The  economic  opportunities  in  land  development 
are  so  attractive  to  certain  types  of  investors,  however,  that  they 
are  setting  up  special  organizations  in  many  parts  of  the  country 
to  buy  and  develop  large  acreages  for  residential  building.  But 
until  communities  develop  urban  land  policies  whose  effect  will 
be  to  reserve  and  service  an  adequate  supply  of  suitably  located 
land  for  residential  development,  the  full  potential  of  industrial- 
ized housing  is  unlikely  to  emerge. 

Large-volume  factory  and  on-site  production  does  not  mean 
that  the  day  of  the  small  builder  is  over;  there  will  continue  to 
be  a  market  for  his  custom-built  product.  But  they  do  offer  a 
hopeful  beginning  toward  the  kind  of  rationalization  in  building 
that  should  ultimately  provide  the  consumer  with  an  improved 
product  in  a  steadier  volume. 


Chapter  8 

LABOR'S  ROLE  IN  HOME 
BUILDING 


The  labor  force  for  residential  building  has  been  as  large  as 
1  >375>oo°  *n  some  years  since  the  end  of  War  World  II.  Shortages 
throughout  the  construction  force  from  which  residential  labor 
is  drawn  appear  probable  as  a  result  of  changes  in  the  population 
and  in  the  labor  force,  and  shifts  in  education  and  hours  of  work. 
Such  shortages  will  intensify  pressures  toward  greater  industri- 
alization. 

Labor  stands  to  make  substantial  gains  in  home  building.  The 
demand  for  its  services  will  be  maintained  as  the  housing  industry 
responds  to  the  requirements  of  expected  increases  in  family 
formation.  Moreover,  the  trend  to  either  on-site  or  off-site  factory 
assembly  will  lessen  seasonal  unemployment  and  reduce  job 
mobility.  Both  working  conditions  and  collateral  benefits  are 
likely  to  improve  under  greater  industrialization  and,  probably, 
wider  unionization.  At  present  not  more  than  half  of  residential 
labor  is  unionized. 

Leaders  in  the  building  trades  unions  are  seeking  ways  to  cut 
any  artificial  restraints  on  labor's  productivity  and  to  iron  out 
differences  between  craft  and  industrial  unions.  Since  local 
building  trades  unions  are  influential  in  specifying  the  content 
of  building  codes,  their  participation  is  essential  in  the  updating 
of  building  codes  to  eliminate  wasteful  use  of  materials  and  labor, 
to  substitute  performance  standards  for  materials  and  structural 
specification,  to  permit  adoption  of  standard  codes  by  reference, 
and  to  encourage  standardization  in  the  manufacture  of  building 
components.  The  industry  and  the  building  trades  unions  must 
jointly  expand  training  courses  to  increase  the  supply  of  workers 
118 
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skilled  both  in  new  techniques  of  residential  construction  and  in 
rehabilitation. 


Many  persons  in  and  out  of  the  housing  industry  view  labor  as 
the  unturned  key  to  greater  productivity  in  the  home-building 
field  and,  in  the  long  run,  to  lower  costs  to  the  consumer.  This 
opinion  is  not  new.  For  thirty  years  public  investigations  of  the 
housing  industry  have  been  seeking  the  facts  of  labor's  relation- 
ship to  housing  productivity.  Just  how  widespread  are  restrictive 
practices?  Are  building  wages  too  high?  Does  the  residential 
labor  force  receive  a  fair  share  of  the  construction  industry's  gain 
in  productivity?  How  much  are  builders  penalized  in  their  ef- 
forts to  introduce  new  materials  and  methods  into  the  build- 
ing operation  by  labor's  jurisdictional  strikes  and  work  limi- 
tation? How  seriously  does  labor  suffer  from  job  insecurity  be- 
cause of  seasonal  layoffs  and  the  varying  demand  for  its  services 
from  one  year  to  another  and  from  one  part  of  the  country  to 
another?  Does  a  persistence  in  handicraft  methods  operate  to  the 
disadvantage  of  technological  innovation? 

After  dozens  of  surveys  and  thousands  of  printed  pages,  these 
and  many  other  questions  about  labor's  industrial  relations  and 
practices  are  still  unanswered  to  everyone's  satisfaction.  But  the 
general  conclusion  that  comes  through  time  and  again  is  reason- 
ably clear:  the  organizational  structure  and  operating  practices 
of  labor  in  the  residential  building  trades  show  steady  improve- 
ment. William  Haber  and  Harold  M.  Levinson  in  Labor  Relations 
and  Productivity  in  the  Building  Trades  emphasize  that  although 
"available  data  fail  to  justify  the  confidence  of  easy  solutions  to 
the  [building]  industry's  problems  .  .  .  the  pessimism  and  dis- 
couragement often  expressed  by  the  industry's  many  critics  [are 
unjustified].  On  the  contrary,  the  forces  promoting  progress  are 
vigorous,  and  there  is  justified  assurance  in  the  capacity  of  the 
industry  to  increase  its  control  over  the  problems  which  have 
led  to  high  costs  in  the  past."  Frederick  Gutheim,  in  Building, 
USA,  makes  much  the  same  point  when  he  concludes  that  under 
the  rules  of  the  game,  as  both  management  and  labor  play  it, 
"labor  is  doing  its  part.  These  are  the  tranquil,  strikefree  years — 
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on  the  surface.  Capable  and  objective  surveys  of  building  labor's 
famous  faults  have  returned  a  relatively  clean  bill  of  health  in 
such  specific  charges  as  technological  obstruction,  excessive 
jurisdictionalism,  obsolescent  hiring  and  training  practices. 
Further  progress,  however,  cannot  be  made  by  perfecting  the 
old  model." 

Before  examining  the  old  model  to  see  what  changes  in  it 
might  contribute  to  a  higher  level  of  industrialization  in  the 
housing  industry,  at  the  same  time  that  they  might  enhance  the 
welfare  of  the  worker,  it  will  be  useful  to  pin  down  some  of  the 
facts  of  labor  costs  in  relation  to  construction  costs.  Throughout 
the  following  discussion  it  must  be  remembered  that  construc- 
tion and  home  building  are  by  no  means  synonymous  terms.  The 
labor  force  in  home  building  is  only  part  of  the  total  labor  force 
in  the  construction  industry. 

Labor  Costs  as  a  Factor  In  Production 

In  the  seventy  years  since  1890,  construction  costs  have  in- 
creased more  than  twice  as  fast  as  the  general  price  level  and 
have  been  paralleled  by  the  rise  in  the  price  of  shelter.  The  cost 
of  labor  as  a  part  of  total  construction  cost  is  a  variable  item,  but 
over  a  period  of  time  it  appears  to  stay  within  a  fairly  narrow 
range.  According  to  the  Bureau  of  Labor  Statistics,  the  labor-to- 
construction-cost  ratio  between  1931  and  1946  fluctuated  from 
32  per  cent  to  37.5  per  cent.  Even  in  postwar  New  York  City, 
where  the  volume  of  building  was  exceptionally  large  and  gen- 
erated strong  competition  for  labor's  services,  the  residential 
labor-to-construction-cost  ratio  rose  only  slightly.  The  New 
York  City  Housing  Authority's  detailed  accounts  of  prewar 
and  postwar  building  costs  for  its  projects  show  that  the  cost  of 
field  labor  in  relationship  to  all  costs  increased  only  from  39  per 
cent  to  41  per  cent  in  a  period  of  nearly  twenty  years. 

But  wages  for  building  labor  have  been  rising  both  absolutely 
and  relatively  during  most  of  this  century.  Haber  and  Levinson 
set  the  percentage  increase  in  real  hourly  wages  between  1913 
and  1952  at  108.  The  principal  gainers  in  the  secular  rise  of  labor 
costs  are  helpers  and  laborers  as  distinguished  from  journeymen. 
Between  1913  and  1952,  real  hourly  wages  for  the  first  group  in- 
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creased  182  per  cent,  but  for  the  second  group,  the  skilled  la- 
borers, 98  per  cent.  Average  annual  earnings  in  the  building 
trades  increased  less  than  wages  in  manufacturing  or  in  mining 
and  transportation  between  1929  and  1952.  (See  accompanying 
table.)  Wages  in  the  building  trades  are  higher  than  wages  other 

TABLE  5.     AVERAGE  ANNUAL  EARNINGS  PER  FULL-TIME  EMPLOYEE, 
SELECTED  INDUSTRIES 


Year 

Contract 
construc- 
tion 

Mining 

Manu- 
facturing 

Trans- 
portation 

Commu- 
nication 

All 
private 
industry 

1929 

$1,674 

$1,526 

$1,543 

$1,642 

$1,474 

$1,408 

1947 

2,828 

3,113 

2,793 

3,147 

2,792 

2,603 

1952 

4,007 

4,078 

3,833 

4,242 

3,801 

3,465 

Increase 

1929-1952 

139% 

167% 

148% 

158% 

158% 

146% 

Source:  W.  Haber  and  H.  M.  Levinson,  Labor  Relations  and  Productivity  in 
the  Building  Trades,  University  of  Michigan,  1956,  table  XXI,  p.  217,  se 
lected  years. 

industries  pay  workers  for  doing  fairly  similar  kinds  of  tasks, 
and,  as  Chart  15  shows,  are  increasing  faster  than  the  prices  of 
building  materials.  Average  hourly  wages  in  contract  building 
construction  rose  steadily  from  96  cents  an  hour  in  1940  to 
$3.22  in  1959. 

The  differences  in  wages  paid  to  unionized  labor  and  wages 
paid  to  nonunionized  labor  are  greater  on  paper  than  in  fact 
and,  therefore,  have  slight  effect  on  differences  in  labor-to-con- 
struction-cost ratios.  When  building  labor  is  in  short  supply,  as 
it  has  been  most  of  the  time  since  the  end  of  World  War  II,  non- 
union rates  tend  to  be  as  high  as  union  rates  or  higher. 

The  Labor  Force  in  Home  Building 

The  size  of  the  labor  force  in  home  building  expands  or  con- 
tracts with  the  number  of  houses  built.  In  1953,  it  totaled  1,300,- 
ooo  on-site  workers.  In  other  years  since  the  war,  it  has  been  as 
high  as  1,375,000  and  never  under  one  million.  These  million-odd 
workers  come  from  the  construction  industry's  much  larger 
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labor  pool  of  nearly  three  million  workers,  where  few  sharp 
lines  are  drawn  between  those  who  build  houses  and  those  who 
build  office  buildings,  public  buildings,  and  all  manner  of  other 
structures  and  facilities.  Indeed,  many  workers  cross  back  and 
forth  from  one  sector  to  another  according  to  opportunities  for 
employment  and  levels  of  compensation.  This  means  that  the 
supply  of  labor  available  to  residential  construction  is  determined 
by  the  level  of  general  construction  activity  as  well  as  by  the 
level  of  home  building. 
Like  construction  workers  generally,  residential  building 

Chart  15.  Comparative  increases  in  construction  costs,  wages,  materials 
costs  and  consumer  prices,  1926-1957.  1926  —  100 
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Source:  Housing  and  Home  Finance  Agency,  Eleventh  Annual  Report. 
1957.  (Computations  made  to  convert  data  to  1926  index.) 
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workers  are  mobile  in  their  locations  and  fairly  flexible  in  their 
skills.  They  are  rarely  attached  to  a  single  employer  for  a  longer 
period  than  is  required  to  complete  a  specific  job.  Often  they 
shift  back  and  forth  between  being  an  employee  and  being  an 
employer,  since  it  is  easy  for  them  to  act  as  subcontractors  of  la- 
bor in  many  areas.  Only  about  half  of  them  are  members 
of  building  trades  unions.  Those  who  are  work  under  highly 
localized  standards  of  craft  performance. 

For  the  most  part  building  workers  are  better  paid,  even  in 
residential  work,  than  are  their  counterparts  in  other  industries 
and  work  fewer  hours  per  week  than  do  workers  in  manufactur- 
ing. However,  their  work  is  more  hazardous:  accidents  among 
them  occur  three  times  as  often  and  occasion  almost  three  times 
as  much  lost  time  as  in  manufacturing.  Only  a  fraction  work 
under  conditions  which  allow  them  paid  vacations  or  benefits 
under  health,  welfare,  and  pension  plans.  During  four  months  of 
each  year  in  most  parts  of  the  country  their  rate  of  unemployment 
runs  between  15  and  20  per  cent.  Even  apart  from  conditions  of 
weather  and  traditions  about  starting  times  for  building  operations, 
their  employment  is  the  most  sensitive  of  all  workers  to  cyclical 
fluctuations  in  the  economy. 

Skilled  building  workers  outnumber  unskilled  workers  by 
about  two  to  one  and  tend  to  specialize  in  one  craft.  More  than 
40  per  cent  are  carpenters,  13  per  cent  are  bricklayers  or  plas- 
terers, 10  per  cent  are  plumbers  and  steamfitters,  8  per  cent  are 
painters  and  glaziers,  7  per  cent  are  operating  engineers,  and  6 
per  cent  are  electricians.  The  remainder  include  lathers,  roofers, 
elevator  constructors,  and  the  like.  Those  who  concentrate  most 
in  residential  building  are  the  carpenters,  bricklayers,  electri- 
cians, and  painters,  but  their  skills  are  also  the  most  readily  trans- 
ferable between  housebuilding  and  other  construction  ac- 
tivities. To  their  number  is  added  a  large  percentage  of  the  un- 
skilled laborers  and  helpers. 

John  Dunlop,  in  the  book  in  this  series,  Design  and  the  Pro- 
duction of  Houses,  emphasizes  that  the  nature  of  on-site  work  in 
residential  building  and  the  extensiveness  of  the  contractor  sys- 
tem make  the  residential  labor  force  unique  compared  with  the 
total  construction  force.  Because  the  typical  builder  maintains 
only  a  small  force  of  his  own  as  a  rule,  subcontracting  the 
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balance  according  to  his  need,  residential  labor  is  continually  in 
the  process  of  being  organized  into  a  succession  of  work  crews. 
This  means  that  not  only  do  the  workers  shift  frequently  from 
job  to  job  and  locality  to  locality,  but  their  ties  are  weak  to  par- 
ticular employers  and  work  groups. 

Residential  labor  divides  itself  among  three  principal  kinds  of 
building  operations:  (i)  the  small-scale  operation  which  in- 
volves intimate  associations  with  contractors  and  subcontractors; 
(2)  the  large-scale  building  program,  most  characterized  by 
apartment  house  construction,  although  to  an  increasing  extent 
by  operative  builders  whose  year-round  crews  construct  hun- 
dreds of  dwellings  a  year;  and  (3)  prefabrication. 

SMALL-SCALE   OPERATIONS 

As  Chapter  7  points  out,  the  typical  builder  erects  fewer  than 
twenty-five  houses  a  year.  Often  he  acts  as  his  own  contractor. 
When  he  does,  he  maintains  only  a  small  staff  of  his  own,  one 
which  is  composed  principally  of  carpenters  and  masons.  But 
whether  he  acts  as  his  own  contractor  or  works  through  a  gen- 
eral contractor,  the  bulk  of  the  labor  he  employs  comes  to  him 
through  a  system  of  subcontracting.  The  subcontractor,  who 
may  also  be  an  independent  contractor  for  his  own  services,  has 
greater  control  over  the  labor  force  than  does  the  contractor, 
moving  himself  or  his  pool  of  journeymen  from  one  job  to  an- 
other as  the  occasion  demands. 

Subcontracted  labor  is  often  criticized  for  being  inefficient 
labor.  Work  jobs  are  hard  to  coordinate  and  responsibility  for 
them  is  divided  among  many  persons  rather  than  centralized 
under  a  single  contracting  agent.  Nonetheless,  the  system  pro- 
vides an  economical  deployment  of  labor  that  can  have  real  ad- 
vantages to  the  builder  as  well  as  to  the  worker.  It  enables  the 
builder  to  operate  without  permanent  staff,  and  it  provides  the 
skilled  worker  with  more  steady  employment,  for  a  subcontrac- 
tor shifts  his  workers  from  job  to  job  as  need  arises. 

As  against  these  advantages,  the  small  builder,  the  sub- 
contractor, and  the  worker  face  problems  of  lost  time.  If  the 
work  of  the  preceding  trade  is  not  finished,  the  subcontractor 
cannot  begin.  Union  rules  often  prevent  the  journeyman  from 
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working  in  another  skill  to  complete  a  day's  employment.  Where 
these  rules  are  not  enforced,  productivity  in  terms  of  the  total 
job  may  be  higher. 

A  single  industrial  union  for  the  building  trades,  or  a  co- 
operative agreement  to  reduce  jurisdictional  problems  among 
craft  unions,  probably  could  strengthen  labor's  long-run  position 
in  the  residential  sector.  In  their  absence,  large  operative  builders 
seem  to  be  adapting  themselves  more  successfully  to  the  exist- 
ing situation  than  are  small  builders,  at  the  same  time  that  they 
are  providing  more  attractive  benefits  to  the  workers.  By  hold- 
ing strictly  to  conventional  craft  lines,  organized  labor  may  be 
pricing  itself  out  of  the  small-builder  market. 

LARGE-SCALE   OPERATIONS 

In  any  type  of  large-scale  housebuilding,  the  skilled  worker 
does  not  work  on  his  own  initiative  or  in  a  variety  of  jobs  as  he 
does  in  smaller  operations.  Some  workers  do  nothing  but  ham- 
mer nails  into  studs  or  joists  all  day.  Others  install  windows  and 
doors;  still  others  apply  finishes.  The  separate  operations  are  sys- 
tematically scheduled  and  closely  coordinated,  usually  by  a  fore- 
man. Here  the  incentive  system  works  extremely  well.  In  effect, 
the  old  subcontracting  system  has  turned  into  a  means  for  put- 
ting foremen  on  an  incentive  basis. 

William  Levitt  has  been  highly  successful  in  increasing  out- 
put among  his  workers  at  the  same  time  that  he  has  avoided  juris- 
dictional strikes  on  his  projects.  But,  whereas  he  has  done  so  by 
insulating  himself  against,  rather  than  coming  to  terms  with,  the 
problems  of  organized  labor,  the  Mackle  Company,  a  large-scale 
builder  in  Florida,  obtains  similar  results  under  union  contract. 

Another  characteristic  of  large-scale  building  which  has  im- 
portant implications  for  labor  is  the  increasing  tendency  toward 
year-round  building  operations.  Most  of  the  large  operative 
builders  now  utilize  a  high  percentage  of  off-site  labor  in  the 
construction  of  structural  and  mechanical  components.  When 
assemblies  are  made  on  the  site,  they  are  usually  put  together  in 
sheds  and  delivered  to  the  house  lots  in  packages  for  rapid, 
routine  assembly.  If  the  development  is  a  large  one,  this  means 
that  once  the  foundations  are  laid  down,  the  rest  of  the  labor 
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force  will  be  gainfully  occupied  throughout  most  of  the  remain- 
ing months  of  the  year  in  the  actual  building  and  finishing 
process.  Particularly  on  the  West  Coast,  large  operative  builders 
are  deliberately  breaking  away  from  the  tradition  of  starting 
building  operations  only  in  the  spring  months  in  an  effort  to 
schedule  their  operations  evenly  throughout  the  year.  Not  only 
does  labor  receive  what  approximates  an  annual  wage  under 
this  arrangement,  but  the  builder  profits  from  the  economies  of  a 
permanent,  well-trained,  and  integrated  work  force. 

PREFABRICATION 

John  Dunlop  points  out  that  although  other  factors  than  labor 
costs  and  industrial  relations  encourage  prefabrication  of  build- 
ing parts,  "the  growth  in  the  differential  expressed  in  dollars 
and  cents  between  factory  wages  and  construction  wages  has 
added  incentive  to  this  development."  He  compares  the  average 
hourly  earnings  in  construction  and  durable  goods  manufactur- 
ing from  1939  and  1956  to  show  that  construction  labor  earned 
23  cents  an  hour  more  than  manufacturing  labor  in  1939  (93 
cents  as  against  70  cents)  and  70  cents  more  in  1956  ($2.80  as 
against  $2.10),  and  concludes  that  "although  the  percentage  rise 
in  hourly  earnings  in  the  two  sectors  was  almost  identical,  the 
increasing  dollar  differential  provides  a  strong  incentive  for  the 
housing  industry  to  experiment  with  ways  of  transferring  work 
operations  from  the  job  site  to  the  factory." 

With  minor  exceptions  unions  do  not  appear  to  fear  a  shift  of 
operations  away  from  the  site.  At  least  they  seem  to  be  making 
little  effort  to  prevent  it.  William  Haber  and  H.  M.  Levinson  are 
less  sanguine  about  this  than  John  Dunlop.  They  see  the  shift 
from  on-site  to  off -site  labor  as  a  potential  threat  to  the  building 
trades  unions,  since  their  greatest  strength  traditionally  is  among 
on-site  workers.  Moreover,  they  point  out  that  as  prefabrication 
widens  the  competitive  market,  it  brings  pressure  on  wages  and 
other  standards  which  heretofore  have  been  pretty  much  outside 
competition.  And  because  the  skills  required  for  prefabrication 
are  of  a  lower  order  than  those  required  by  traditional  methods 
of  construction,  the  whole  structure  of  the  building  crafts  is 
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threatened.  "In  all  trades  affected,  the  unions  have  made  strong 
efforts  to  control  the  new  techniques  by  organizing  the  workers  in 
the  prefabricating  operations"  or  "have  followed  more  aggressive 
policies  of  obstruction."  They  would  not  discount  the  view  that 
Dunlop  advances,  however,  that  if  builders  are  too  hard  pressed 
by  the  unions,  they  can  bypass  many  of  the  crafts  by  designing 
elements  out  of  the  structure;  for  instance,  they  can  replace  wet 
plaster  walls  with  plywood. 

As  a  result  of  new  requirements  for  employment  in  prefabri- 
cation  plants,  trade  unions  are  beginning  to  accept  different  wage 
rates  in  different  employment  situations  even  where  the  same 
kind  of  work  is  performed,  recognizing  real  improvements  in 
working  conditions  and  job  stability.  Incentives  and  bonus  plans 
are  more  readily  allowed  by  unions  which  traditionally  oppose 
them,  and  the  regular  employment  pattern  which  prefabrication 
makes  possible  is  setting  precedents  for  paid  vacations,  health 
insurance,  and  retirement  plans. 

Trade  Unions  in  Home  Building 

Twenty-two  trade  unions  with  some  two  million  members  are 
represented  in  construction  work  in  this  country.  By  far  the 
largest  number  of  them  belong  to  AFL-CIO  unions.  Although 
only  about  half  of  all  new  residential  building  is  done  by  union 
workers,  union  organization  in  home  building  has  increased 
since  1950,  particularly  in  large  cities.  The  National  Association 
of  Home  Builders  questioned  its  member  associations  on  this 
point  in  1955.  At  that  time,  associations  in  eighteen  of  the  thirty 
largest  cities  were  producing  77  per  cent  of  the  units  built  in 
their  areas  under  agreements  with  building  trades  unions.  Al- 
most without  exception,  apartment  house  construction  is  highly 
unionized. 

As  a  rule,  only  the  mechanical  and  structural  trades  are  con- 
sistently well  organized.  Most  of  the  unions  in  the  finishing 
trades,  like  the  painters'  union,  are  less  effectively  organized. 
Both  regionally  and  locally,  union  strength  in  the  building  trades 
is  greatest  in  the  North,  the  East,  and  the  Far  West. 

Collective  bargaining  in  home  building  is  erratic  in  its  cov- 


128      HOUSING,    PEOPLE,   AND   CITIES 

erage  and  difficult  to  achieve.  Actually,  most  agreements  on 
wages  and  working  conditions  are  worked  out  in  heavy  con- 
struction. 

RECRUITMENT   AND   TRAINING 

From  the  smallest  scale  operation  to  the  largest,  the  average 
worker  in  residential  construction  is  less  skilled  than  his 
counterpart  of  a  generation  ago.  Contemporary  design  does  not 
require  the  same  degree  of  craftsmanship  that  went  into  the  orna- 
mental building  of  other  periods.  And  the  skilled  core  of  today's 
labor  force  is  an  aging  one;  not  only  is  it  often  incapable  of 
acquiring  new  techniques,  it  is  not  being  replaced  in  adequate 
numbers  by  graduates  of  apprenticeship  and  training  programs. 

Traditionally,  building's  skilled  craftsmen  come  out  of  ap- 
prenticeship programs.  So  long  as  the  number  of  apprentices  is 
roughly  equal  to  the  number  of  skilled  workers  about  to  retire 
from  the  labor  force,  these  programs  provide  a  steady  flow  of  re- 
placements. However,  the  proportion  of  beginners  in  most  trades 
has  been  dwindling  for  years.  It  may  sometimes  equal  the  re- 
placement rate,  but  it  rarely  exceeds  it.  Thus,  in  times  of  heavy 
demand  for  building  labor,  the  supply  of  some  skilled  workers  is 
bound  to  be  inadequate. 

There  were  103,612  registered  apprentices  in  the  building 
trades  in  1956.  They  comprised  about  60  per  cent  of  the  regis- 
tered apprentices  in  all  occupations,  but  were  heavily  concen- 
trated in  carpentry,  plumbing  and  steamfitting,  electrical  and 
trowel  work.  Some  of  the  trades  are  training  enough  replace- 
ments to  make  up  for  attrition — the  bricklayers,  for  example,  and 
the  electricians,  roofers,  and  plumbers.  Carpenters  and  painters 
lag  way  behind,  with  eight  apprentice  carpenters  for  eighteen 
retired  journeymen  and  six  apprentice  painters  for  eighteen  re- 
tired painters. 

This  is  a  serious  situation  for  the  home-building  industry;  poor 
training  and  allocation  of  skilled  laborers  result  in  low  efficiency 
and  high  costs.  Yet  home  builders  do  not  participate  in  formal 
apprenticeship  programs,  nor  do  they  usually  make  any  other 
effort  to  train  workers  for  skilled  jobs.  One  reason  is  that  train- 
ing is  expensive  and  home-building  jobs  are  of  short  duration. 
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Another  is  that  trained  labor  is  easily  bid  away  by  competitors 
and  a  fast  rate  of  turnover  in  labor  trained  at  the  builder's  ex- 
pense can  cut  down  his  profit  margin  quickly. 

Except  in  time  of  labor  shortages,  home  builders  do  not 
concern  themselves  greatly  with  the  allocation  of  labor  between 
projects  or  among  contractors.  John  Dunlop  suggests  that  as 
home  builders  increase  the  size  of  their  operations,  and  as 
home-building  associations  are  better  represented  in  labor  nego- 
tiations, they  "will  show  a  greater  interest  in  the  further  develop- 
ment of  a  skilled  labor  force  and  might  share  in  the  costs  of  ap- 
prenticeship in  proportion  to  man-hours  of  work.  .  .  ." 

LABOR   AND   INNOVATION 

When  critics  charge  labor  unions  with  being  a  negative  force 
in  the  rationalization  of  the  housing  industry,  they  usually  point 
to  occasions  when  labor  resists  working  with  new  materials  and 
equipment  and  is  unwilling  to  employ  new  methods  of  production. 
Most  of  the  classic  instances  of  labor's  resistance  to  technological 
advance  go  back  to  the  depression  years  when  a  principal  objec- 
tive of  trade  unions  in  the  construction  field  was  to  keep  their 
members  productively  employed  and  for  as  long  a  period  each 
year  as  possible.  If  power  machinery,  spray  guns,  and  drywall 
construction  cut  down  on  the  number  of  workers  or  the  hours 
they  worked,  the  unions  were  ready  and  able  to  resist  their  intro- 
duction into  the  building  operation. 

As  soon  as  the  demand  for  building  labor  began  to  exceed  the 
supply,  however,  unions  relaxed  their  rules  on  the  use  of  new 
materials  and  equipment  and  deliberate  slowdowns  in  produc- 
tion became  relatively  rare.  Although  it  is  still  possible  to  find  ex- 
amples of  labor's  refusing  to  work  with  plastic  pipes,  for 
example,  or  with  prefinished  panels  or  preglazed  windows, 
Frederick  Gutheim  says  that  "except  for  objections  on  grounds  of 
health  (paint  spray),  or  during  a  period  of  introduction  when  the 
bugs  were  being  ironed  out  (stud  gun),  it  is  almost  impossible  to 
point  to  any  substantial  resistance  to  new  building  methods  on 
labor's  part."  Moreover,  in  the  context  of  a  changing  building 
technology,  design  can  very  easily  bypass  entire  trades  with 
specifications  that  eliminate  the  participation  of  a  particularly 
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troublesome  segment  of  the  building  force.  The  accompanying 
table  lists  examples  of  how  this  is  done. 

TABLE  6.     SOME  COMPETITIVE  FACTORS  IN  BUILDING  TECHNOLOGY 


Trade 

Technical 
innovation 

Countering 
development 

Prefabrication 

Bricklaying          .... 

Improved  bricks; 

Curtain  wall 

Chimneys 

Tile  and  glazing  .... 
Plastering 

power  saws 
Adhesives 
Power  mixers; 

None 
Dry  wall; 

Factory  sash 
Plasterboard 

Carpentry  

plaster  gun 
Power  tools 

plasterboard 
Plywood 

Precut  and 

Painting  

Spray  gun; 

Surfaces  needing 

preassembled 
millwork 
Factory  prime 

Plumbing  

roller 
Power  cutting 

no  paint 
None 

coating 
Preassembly; 

Sheet  metal  work  .  .  . 

and  threading 
Power  tools 

Radiant  and 
perimeter 
heating 

utility  core 
Preformed  ducts 

Source:  Editors  of  Architectural  Forum,  Building,  U.S.A.,  McGraw-Hill, 
New  York,  1957,  p.  56. 

A  greater  drag  on  productivity  than  mere  resistance  to  change 
can  be  a  deliberate  limitation  of  output.  This  is  the  most  diffi- 
cult charge  of  all  to  prove  or  disprove.  Some  builders  insist  that 
work  limitation  is  a  deliberate  policy  of  scarcity-minded  union 
leadership.  But  if  this  were  true,  there  should  be  a  higher  pro- 
ductivity rate  for  nonunion  labor  than  for  union  labor  and  this 
apparently  is  not  the  case.  If,  on  the  other  hand,  work  limitation 
results  mostly  from  low  morale  caused  by  feelings  of  j  ob  insecur- 
ity, its  cure  may  lie  in  some  form  of  incentive  payments.  Up  to 
the  present,  however,  building  trades  in  this  country  have  op- 
posed incentive  payments  on  the  ground  that  speed-up  practices 
lead  in  the  end  to  unemployment  or  poor  workmanship. 

The  most  unyielding  forces  against  technological  innovation 
are  not  union  rules  but  building  codes.  But  it  is  important  to 
point  out  here  that  the  building  trades  unions  play  a  stronger 
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hnnd  than  any  other  organized  group  in  setting  the  content  and 
specifications  of  the  codes.  Moreover,  they  still  resist  the  idea  that 
codes  should  regulate  performance  of  materials  instead  of  the 
materials  themselves. 

JURISDICTIONAL   DISPUTES 

Jurisdictional  disputes  are  common  in  the  broad  construction 
industry.  Fortunately  for  the  housing  consumer,  however,  few  of 
them  affect  home-building  labor.  Of  the  ones  reported  to  the 
National  Joint  Board,  established  in  1948  by  the  contractors  and 
the  AFL  building  trades,  most  were  between  carpenters  and 
roofers  over  the  application  of  composition  or  asphalt  shingles, 
between  carpenters  and  cement  finishers  over  screeds  or  forms, 
and  between  carpenters  and  plumbers  over  the  placing  of 
wood-backing  for  plumbing  fixtures. 

Labor  attributes  the  great  increase  in  Jurisdictional  conflict! 
to  the  Taft-Hartley  regulations  of  1947  which  permit  con- 
tractors to  make  work  assignments  without  review  of  their  de- 
cisions by  union  authorities.  Certain  of  the  building  trades  unions 
have  long  controlled  the  listing  and  hiring  of  available  workmen 
in  union-organized  areas,  and  have  insisted  that  work  assignments 
are  their  prerogative  alone.  The  National  Joint  Board  has  been  a 
fairly  effective  instrument  in  rationalizing  management-labor 
problems  of  this  kind.  The  most  difficult  disputes  it  will  have  to 
arbitrate  in  the  future  may  be  those  which  arise  from  one  trade 
being  favored  over  another  solely  because  of  the  design  of  the 
structure.  Prefabrication  plants  find  it  easier,  as  a  rule,  to  avoid 
interunion  disagreements  than  do  contractors  engaged  in  on-site 
building. 

The  Outlook  for  Housing  Labor 

The  building  trades  have  always  been  the  mavericks  of  labor. 
Since  their  employment  is  particularly  at  the  mercy  of  weather, 
multiple  employers,  and  cyclical  changes  in  the  national  econ- 
omy, it  is  hardly  surprising  that  they  look  for  means  to  stabilize 
their  position.  For  years,  the  annual  increase  in  productivity  for 
that  part  of  the  construction  industry  that  produces  houses  has 
been  estimated  at  about  1.5  per  cent.  This  is  below  the  annual 
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rate  of  increase  for  the  economy  as  a  whole.  The  building  indus- 
try and  its  labor  force  is  going  to  have  to  face  the  question  of 
whether  this  rate  is  high  enough.  It  is  important  to  recognize, 
however,  that  the  problem  of  productivity  does  not  rest  only 
with  labor.  A  lack  of  technological  progress  will  by  itself  mean 
lower  productivity. 

Some  experts  in  the  construction  industry  are  forecasting  that 
by  1975  a  trillion  of  today's  dollars  will  have  been  spent  on  con- 
struction in  urban  areas  in  this  country — a  trillion  dollars  for 
highways,  bridges,  port  facilities,  schools,  roads,  sewer  and 
water  facilities,  hospitals,  and  so  on.  The  labor  to  build  them  will 
be  drawn  from  the  same  supply  that  engages  in  home  building. 
Beginning  in  the  middle  19605,  the  demand  for  housing  prob- 
ably will  be  much  greater  than  it  was  during  the  decade  1950- 
1960.  Indeed,  by  1975  twenty  million  new  families  in  metropoli- 
tan areas  alone  may  require  $300  billion  worth  or  more  of  new 
housing. 

But  meantime  the  work  week  is  steadily  shortening,  young 
men  are  staying  in  school  longer,  and  the  population  as  a  whole 
will  contain  proportionately  fewer  men  in  the  normal  range  of 
working  years.  These  men  will  tend  to  avoid  the  discomfort  and 
instability  of  traditional  site  work.  If  the  housing  industry  is  to 
get  enough  hands,  it  is  going  to  have  to  find  ways  to  compete 
more  successfully  for  labor's  skills  against  a  multitude  of  other 
demands;  and  if  labor  is  to  benefit  from  this  competition,  it  must 
find  ways  to  increase  its  productivity  beyond  current  levels. 

John  Dunlop  forecasts  five  kinds  of  changes  in  the  labor  factor 
of  home  building:  (i)  A  smaller  proportion  of  the  total  man- 
hours  that  go  into  residential  construction  will  be  spent  on  the 
site.  The  larger  proportion,  which  will  be  spent  in  factory  fabri- 
cation of  larger  units  and  more  completely  finished  pre- 
assemblies,  will  carry  a  lower  hourly  wage  rate.  (2)  The  home- 
building  industry  will  become  much  more  organized  on  a 
union  basis  if  the  trend  toward  large-scale  building  of  communi- 
ties like  the  Levittowns  increases.  The  principal  unorganized 
segments  of  building  labor  will  be  outside  metropolitan  areas. 
(3)  The  craft  structure  of  building  labor  will  hold,  but  it  will 
provide  a  better  balance  between  specialists  and  broadly  trained 
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workers.  (4)  Home-builders'  associations  will  grow  in  impor- 
tance, finally  breeching  the  contractors'  fortifications  against 
their  participation  in  negotiations  with  labor  on  wages  and  area- 
wide  collective  bargaining  agreements.  Labor  will  draw  together, 
if  present  trends  continue,  with  its  national  unions  coming  to- 
gether to  provide  a  new  mechanism  for  coordinating  labor's  pol- 
icy on  home-building  problems.  (5)  As  building  operations  be- 
come standardized  and  more  frequently  performed  off  the  site, 
wage  incentives  in  the  form  of  piece  rates  and  "lumping"  will 
become  more  acceptable  to  labor  as  well  as  to  management.  On 
the  whole,  however,  wage  rates  will  be  about  the  same  as  wage 
rates  in  other  sectors  of  the  construction  industry,  rising  with 
them  as  all  construction  labor  is  brought  under  substantially  the 
same  kind  of  fringe  benefits  or  industrial  relations  practices. 

These  are  significant  changes,  but  they  will  not  occur  auto- 
matically. They  certainly  will  not  come  about  without  endless 
haggling  and  disruption  to  the  production  process  unless  the 
housing  industry  establishes  a  procedure  by  which  its  labor- 
management  problems  can  be  systematically  and  jointly  re- 
viewed by  the  labor  unions  and  the  home  builders.  The  first  step 
to  obtain  such  a  procedure  was  taken  in  1959  with  the  establish- 
ment of  the  Construction  Industry  Joint  Conference,  at  which 
leaders  of  labor  unions  meet  regularly  with  leaders  of  the  Na- 
tional Association  of  Home  Builders  and  national  contracting 
groups  in  construction.  In  February,  1961,  it  consisted  of  seven 
national  contractor  associations  and  eighteen  unions. 

Better  labor  practices  and  industrial  relations  will  not  by  them- 
selves drastically  cut  the  cost  of  housing  to  the  consumer.  Present 
conditions  in  the  housing  industry  which  encourage  low  levels  of 
research  and  investment  are  holding  back  development  of  essential 
time-  and  cost-saving  new  building  methods,  methods  which 
organized  labor  already  demonstrates  considerable  willingness 
to  accept. 


Chapter  9 

INDUSTRIALIZING  THE 
HOUSING  INDUSTRY:  DESIGN, 
MATERIALS,  AND  METHODS 


The  housing  industry  still  relies  heavily  on  the  materials,  pro- 
duction methods,  and  designs  of  the  past.  Housing  has  been  able 
to  survive  this  technological  lag  only  through  government  aids  that 
bulwark  its  production  and  consumption.  Despite  the  failure  of 
the  home-building  industry  to  take  full  advantage  of  the  innova- 
tions available  to  it,  the  house  of  today  is  considerably  different 
from  the  house  of  twenty -five  years  ago.  Production  methods  are 
changing,  particularly  because  of  the  evolving  mass-building 
techniques  of  large  merchant  builders.  And  technological  and 
design  innovations  are  being  sthnulated  by  consumer  dissatis- 
faction, by  increases  in  family  formation,  and  by  higher  costs  for 
materials,  land,  and  labor. 

The  trend  is  toward  more  factory  production,  whether  on  or 
off  the  site.  Wall  panels  and  other  components  are  already  in 
wide  use,  although  their  best  potentials  will  not  be  realized  until 
they  are  dimensionally  standardized.  New  materials  are  in  use, 
many  of  them  the  product  of  chemical  research.  Yet,  on  the 
whole,  builders  have  not  made  a  major  effort  to  adapt  the  design 
of  the  house  to  new  technological  opportunities.  Part  of  the 
problem  is  a  shortage  of  designers  and  architects  who  understand 
both  the  limitations  and  the  potentials  of  the  industrialized 
process.  Another  part  is  the  failure  of  labor,  builders,  and  local 
governments  to  revise  building  practices  and  building  codes. 
Mortgage  lenders  often  exercise  a  restraining  influence  on  in- 
novations in  both  structures  and  project  design. 

'34 
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If  technological  advance  in  home  building  is  to  be  furthered, 
there  'will  have  to  be  a  more  experimental  approach  on  the  part 
of  builders,  labor,  government,  and  lenders.  The  Federal  Hous- 
ing Administration,  <which  on  the  'whole  has  restrained  innova- 
tion, should  foster  experiments  in  materials,  methods,  and  design. 
Experiments  in  land  development  are  also  needed.  The  housing 
industry  might  stimulate  consumer  expectations  and  acceptance 
through  'wider  use  of  competitive  demonstration  projects. 


The  technology  of  the  housing  industry  has  often  been  com- 
pared unfavorably  with  that  of  other  industries.  The  Temporary 
National  Economic  Committee's  investigations,  published  in 
1940,  illustrate  the  view  that  if  the  mass-production  techniques 
used  in  the  manufacture  of  automobiles  were  applied  to  the 
manufacture  of  houses,  the  housing  "problem"  would  be  solved 
almost  immediately  by  the  resulting  increase  in  supply  and  de- 
crease in  cost.  Critics  point  out  how,  because  of  its  tight- 
knit  structure,  the  automobile  industry  is  able  to  take  maximum 
advantage  of  technological  advances  and  design  innovations. 
They  point,  too,  to  its  superior  system  of  distribution  and 
marketing,  and  to  its  financing  mechanisms  which  encourage 
rapid  turnover  of  the  existing  supply.  Because  all  of  these  cir- 
cumstances are  lacking  in  the  housing  industry,  the  argument 
provides  a  recurrent  and  wistful  hope. 

There  is  also  a  widespread  conviction  that  the  housing  in- 
dustry could  be  more  readily  rationalized  for  continuous  and 
economic  production  if  the  Federal  government  were  to  use 
its  system  of  credit  aids  to  encourage  reorganization  and  to 
speed  innovation.  Others  hold  that  initiative  is  being  stifled  by  too 
many  controls  and  by  constantly  shifting  Federal  housing 
policies  which  make  it  impossible  for  the  industry  to  restructure 
its  organization  with  confidence.  In  any  event,  the  larger  body 
of  controls  over  housing  are  exercised  by  thousands  of  local 
building  codes  which  impede  both  innovation  and  standardiza- 
tion. 

The  question  of  governmental  requirements  and  controls  is  a 
particularly  sensitive  one,  for  design,  materials,  and  methods  of 
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construction  are  at  stake  as  well  as  cyclical  stability  and  a  free 
flow  of  credit.  At  the  Federal  level,  FHA  and  VA  requirements 
and  regulations  tend  to  keep  home  building  in  a  strait  jacket  of 
conventional  design,  single-family  houses,  and  suburban  loca- 
tions. At  the  local  level,  government  perpetuates  handi- 
craft methods  of  construction  and  discourages  functional  design 
through  building  codes  that  prohibit  the  use  of  many  new  ma- 
terials with  superior  qualities.  Building  codes  that  do  not  employ 
performance  standards  for  materials  and  equipment  rob  both  the 
builder  and  the  consumer  of  many  of  the  advantages  of 
new  technology  and  design.  Moreover,  the  waste  from  inefficient 
building  techniques  stemming  from  inflexible  code  requirements 
and  the  lack  of  uniformity  among  codes  in  a  single  area  have  a 
measurable  effect  on  cost.  Industry  spokesmen  say  that  many 
present  building  code  requirements  add  as  much  as  a  thousand 
dollars  to  the  price  of  the  small  house  without  making  it  any  safer 
structurally. 

Although  the  housing  industry  suffers  almost  as  much  from 
limitations  imposed  upon  it  from  outside  as  it  does  from  its  own 
disorganization,  the  most  immediate  opportunity  for  unchaining 
the  "puny  giant"  lies  in  the  industry  itself,  where  managerial 
reform  is  long  overdue.  Improved,  more  centralized  manage- 
ment not  only  can  achieve  important  economies  of  scale,  but  can, 
if  the  industry  responds  fully  to  the  forces  that  are  moving  it 
slowly  toward  factory  production,  provide  a  freedom  for  in- 
novation on  a  scale  that  does  not  now  exist. 

This  chapter  deals  with  some  of  the  innovations  in  materials, 
building  systems,  designs,  equipment,  and  land  development 
that  are  already  available  to  the  industry  and  suggests  how  the 
impediments  to  their  widespread  employment  may  be  removed 
or  mitigated.  New  design  and  technology  alone  will  not  ration- 
alize the  housing  industry,  nor  will  the  rationalization  of  the  in- 
dustry remove  inequities  in  the  utilization  of  housing  or  neces- 
sarily reduce  the  cost  of  housing.  The  principal  benefit  of  in- 
dustrially produced  housing  can  be  an  improvement  in  the  qual- 
ity of  the  house  and  its  neighborhood  and  in  the  consequent  op- 
portunity for  consumers  to  have  a  more  satisfying  residential 
environment. 


INDUSTRIALIZING   THE   HOUSING    INDUSTRY       137 

Design  and  Technology 

Good  design  is  an  essential  factor  in  mass  production  for  most 
products.  Unfortunately,  in  the  minds  of  consumers  and  build- 
ers alike,  design  is  usually  equated  with  style,  but  style  has  little 
to  do  with  the  essential  livability  of  a  dwelling.  In  designers' 
terms,  design  is  a  creative  process  leading  to  new  forms — on  the 
basis  of  understanding  the  way  of  life  of  those  who  are  to  live  in 
the  houses  and  comprehending  the  process  of  producing 
houses.  The  test  of  good  design  is  over-all  efficiency  and 
economic  value  combined  with  a  high  level  of  amenity  and 
aesthetic  quality. 

Although  the  basic  character  of  the  house  has  changed  con- 
siderably in  the  last  twenty-five  years,  the  changes  have  come 
about  slowly.  Most  improvements  take  place  within  the  conven- 
tional framework  and,  if  the  National  Association  of  Home 
Builders  assesses  its  own  future  correctly,  will  continue  to  be  less 
in  shape,  size,  and  basic  design  than  in  the  techniques  and  ma- 
terials builders  employ.  Individual  houses  demonstrate  changing 
design  precepts,  but  there  are  almost  no  examples  of  innovation 
on  a  large  scale. 

In  1960,  a  citizen  group  in  Pittsburgh,  Action-Housing,  Inc., 
made  plans  to  demonstrate  in  the  building  of  a  whole  neighbor- 
hood how  the  industry  can  free  itself — and  be  freed  as  well — for 
innovation.  With  restrictions  and  controls  reduced  to  the 
minimum  required  for  safety  of  the  public  and  health  of  the  resi- 
dents, the  East  Hills  project  will  count  on  the  market  place  to 
decide  whether  the  experiment  provides  a  serviceable  prototype 
for  the  industry  to  follow  in  its  search  for  rationalization  as  well 
as  in  its  attempt  to  provide  housing  of  a  demonstrably  superior 
quality. 

As  a  testing  ground  for  design  innovation,  the  market  place  is 
often  disappointing:  the  consumer  is  notoriously  reluctant  to 
accept  new  forms  for  his  dwelling.  He  does  not  want  his  house  to 
look  precisely  like  other  houses  in  the  neighborhood,  but  neither 
does  he  want  it  to  look  markedly  different  from  them.  Caught  in 
this  dilemma,  it  is  not  surprising  that  most  builders  are  content 
to  rely  on  minor  variations  of  style  to  sell  their  houses.  Even  the 


138      HOUSING,   PEOPLE,   AND   CITIES 

large  merchant  builder  seems  unwilling  to  break  very  much  with 
tradition — except  for  the  two  innovations  of  recent  years,  the 
split-level  house  and  the  family  room — preferring  instead  to 
force  new  materials  into  old  patterns,  sometimes  even  at  the  sac- 
rifice of  cost  and  livability. 

But  builders  say  their  biggest  handicap  in  introducing  new  de- 
signs is  not  just  consumer  resistance.  They  point  to  the  fact  that 
today's  houses  are  filled  with  products  whose  design  is  a  sharp 
break  with  precedent.  Appliances  are  the  most  obvious  examples. 
The  problem  is  to  find  designers  and  architects  who  understand 
equally  well  the  limitations  and  potentials  of  the  industrial 
process  and  the  design  requirements  for  contemporary  living. 
Only  if  builders  and  manufacturers  enter  the  housing  industry 
on  a  larger  scale  and  on  a  more  sustained  basis  will  they  be  in  a 
position  to  invest  in  the  recruitment  and  training  of  teams  of 
architects  and  designers  with  experience  across  the  board  in 
housing  production. 

At  some  point,  however,  all  products  reshape  themselves  ac- 
cording to  their  technological  and  functional  requirements.  One 
might  say  that  the  industrialized  house  is  in  much  the  same  posi- 
tion today  as  gas  stoves,  automobiles,  and  electric  lights  were  in 
the  early  days  of  their  development.  Because  each  in  turn  super- 
seded an  already  established  commodity  and  drew  on  earlier 
methods  of  fabrication,  manufacturers  at  first  made  them  look 
like  the  familiar  and  long-accepted  product.  The  gas  stove  was 
made  out  of  the  heavy  black  iron  that  went  into  wood-burninj 
stoves,  electric  lights  were  modeled  on  gas  brackets  or  candles, 
and  the  automobile  was  a  buggy  with  an  engine.  When  the  tradi- 
tional image  could  no  longer  express  the  new  function,  design 
caught  up  with  technology.  Many  persons  in  and  out  of  the  in- 
dustry would  say  that  housing  is  now  at  this  point,  for  tradi- 
tional building  practices  are  not  providing  homes  that  reflect 
either  the  new  technology  or  the  new  ways  of  living. 

In  the  last  fifty  years  there  has  been  a  steady  outpouring  of 
serious  effort  on  the  part  of  designers  to  cut  through  traditional- 
ism and  provide  a  house  that,  however  radical  its  design  might 
be,  would  be  better  geared  to  contemporary  life  styles  than  the 
usual  product  of  the  home-building  industry.  The  Robie  house 
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in  Chicago,  which  Frank  Lloyd  Wright  designed  in  1909,  is  an 
ancestor  of  today's  open-plan  house.  A  central  mast  for  utilities, 
a  not  uncommon  feature  of  new  office  buildings  and  apartment 
houses,  appeared  in  Buckminster  Fuller's  first  Dymaxion  house 
in  1928.  The  idea  of  a  house  cast  in  a  single  form,  a  method 
employed  by  the  International  Basic  Economy  Corporation  for 
low-cost  housing  in  Puerto  Rico  and  elsewhere,  goes  back  at 
least  to  Thomas  Edison's  experiments  with  reinforced  concrete. 
The  load-bearing  steel  panels  which  Howard  Fisher  prefabri- 
cated for  his  General  Homes  in  1932  had  their  antecedents  in 
experiments  shortly  after  the  turn  of  the  century  by  the  Suspen- 
sion Steel  Company  and  others. 

These  and  others  like  them  were  isolated  experiments,  how- 
ever, and  rarely  touched  the  main  stream  of  building  even 
though  some  of  their  features  became  standard  practice  in 
more  conventional  forms.  One  reason  is  that  the  attention 
of  the  designer  is  too  often  centered  on  the  potentialities  of  one 
product,  one  process,  or  one  structural  form.  Walter  Gropius 
offered  the  fabric  of  a  solution  when,  in  his  days  in  Germany  at 
the  Bauhaus  school  in  the  19205,  he  counseled  the  importance, 
even  the  necessity,  of  making  the  manufacturer  a  participant 
in  the  design  process. 

The  merchant  building  firm  of  William  Levitt  is  a  current, 
though  not  radical,  example  of  how  this  can  be  done  in  some  in- 
terior features.  Because  the  scale  of  Levitt's  operations  is  so  great, 
companies  that  normally  market  the  larger  part  of  their  product 
outside  the  home-building  field  are  more  than  ready  to  work 
with  his  staff  of  architects  and  engineers  to  develop  new  or  more 
efficient  materials  and  components.  Among  the  Levitt  firsts  is 
the  hot-water  heater  and  oil  burner  contained  within  a  counter- 
high  kitchen  cabinet  and  backed  against  the  living  room  fire- 
place, thus  providing  an  economical  and  striking  means  of  pack- 
aging the  heating  plant.  Levitt  is  also  primarily  responsible  for 
Plextone,  a  sprayed-on  paint  that  uses  coagulated  separate 
colors  to  provide  a  finish  which  protects  the  base  and  conceals 
surface  flaws.  And  in  cooperation  with  Johns-Manville  and  the 
Celotex  Corporation,  he  helped  to  develop  various  types  of 
asbestos  siding. 
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Levitt  would  be  the  first  to  say  that  such  improvements  in  the 
kind,  use,  and  assembling  of  materials  that  he  and  other 
large  builders  have  pioneered  are  relatively  insignificant  com- 
pared with  those  which  might  result  under  different  sets  of 
circumstances.  Someday  there  is  bound  to  be  a  widespread 
emergence  and  use  of  standardized  components  for  all  principal 
parts  of  the  structure  as  well  as  for  its  major  items  of  equipment. 
At  the  point  where  Gropius'  injunction  becomes  fully  operative, 
today's  house  will  be  as  obsolete  in  its  basic  design,  and  hence 
in  its  utility  and  satisfaction  to  the  user,  as  it  will  be  in 
the  methods  of  its  production. 

Materials  and  Technology 

Until  the  twentieth  century  practically  all  buildings,  par- 
ticularly residential  ones,  were  made  of  wood,  brick,  or  stone.  In 
the  past  fifty  years  or  so,  however,  a  wide  range  of  substitutes 
has  been  slowly  developing.  The  first  alternative  to  traditional 
building  materials  was  the  discovery  that  steel  and  other  high- 
strength  materials  could  be  used  in  tension  as  well  as  in  compres- 
sion. In  recent  years  there  has  been  a  rapid  advance  in  the  use 
of  reinforced  concrete,  plywood,  aluminum,  wood  fiber,  plas- 
tics, and  the  like.  Striking  evidences  of  the  melding  of  new  ma- 
terials and  design  are  all  around  us — in  bridges,  public  buildings, 
and  industrial  plants.  In  home  building,  however,  they  are  still 
exceptional. 

The  line  between  traditional  materials  and  new  materials  is 
rarely  a  sharp  one.  Often  so-called  new  materials  are  modifica- 
tions of  old  materials  or  simply  combinations  of  old  and  new 
materials.  Moreover,  authentically  new  materials  are  rarely  used 
without  regard  to  the  traditional  antecedents  of  the  materials 
they  replace.  It  is  possible,  although  it  is  not  economically 
practicable,  to  construct  an  entire  house  out  of  plastic  materials. 
But  the  greatest  utility  of  plastics  so  far  is  in  combination  with 
other  materials,  as  structural  sandwiches,  as  occasional  parts — 
pipes  and  hardware  components — or  as  surface  coverings,  fin- 
ishes, and  adhesives. 

Even  within  these  areas  of  use,  however,  plastics  appear  to 
provide  such  extraordinary  opportunities  for  new  methods 
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of  construction  that  their  manufacturers  are  concentrating  more 
and  more  on  modifications  and  variations  that  will  make  them 
increasingly  applicable  to  the  building  process.  Sandwich  con- 
struction can  serve  as  an  example  of  this  process  of  development. 

Sandwich  panels — two  thin  skins  of  surfacing  material  bonded 
to  the  sides  of  a  structural  core — have  been  used  widely  by  the 
aircraft  and  trailer  industries  for  a  number  of  years.  Since  World 
War  II,  the  building  industry  has  been  adapting  them  in  many 
sizes  and  materials  for  use  in  the  interiors  of  residential  structures 
where  they  encounter  relatively  little  opposition  from  builders 
or  local  code  officials.  These  are  nonstructural  panels,  however. 
Different  attitudes  prevail  when  it  comes  to  sandwiches  designed 
to  bear  loads.  Structural  sandwiches,  like  their  non-load-bearing 
counterparts,  can  be  made  out  of  a  wide  range  of  materials.  Some 
of  the  most  promising  experiments  utilize  plastics  for  the  skin 
covers  and  paper  for  the  honeycomb  cores  or  polyester-glass- 
fiber  for  the  skins  and  styrene  or  phenolic-foamed  plastics  for 
the  rigid  cores.  The  continuous  lightweight  core  stabilizes  the 
surfaces  against  buckling  under  compression,  develops  shear 
strength,  and  provides  insulation. 

Where  sandwiches  have  been  used  for  the  entire  structure  of 
the  house,  they  bear  loads  at  the  same  time  that  they  serve  as  the 
enclosing  envelope,  walls,  floors,  and  roof.  Houses  built  of  such 
advanced  types  of  structural  sandwiches  as  these  might  avoid 
the  kind  of  functional  obsolescence  which  makes  many  houses 
built  with  traditional  materials  uncompetitive  in  the  market  after 
twenty  or  thirty  years.  In  addition  to  improving  quality,  sand- 
wich construction  may  eventually  lower  unit  cost.  The  panels 
must  be  factory-fabricated  and  potentially  provide  considerable 
savings  in  site  labor,  one  of  the  most  costly  aspects  of  construc- 
tion with  traditional  materials  and  by  conventional  methods. 

Any  new  material  faces  problems  of  cost,  performance  stand- 
ards, and  design.  Again  sandwich  materials  may  be  used  to  il- 
lustrate these  problems.  Most  of  the  firms  engaged  in  the  develop- 
ment of  sandwiches  are  small.  As  a  result,  there  is  an  insufficient 
volume  of  production  to  put  costs  in  a  competitive  position  with 
costs  of  materials  used  in  traditional  construction  methods.  Until 
large  manufacturers  have  developed  the  products'  uses  on  a  large 
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scale  it  will  be  difficult  to  judge  whether  sandwich  construction 
will  be  cheaper,  or  merely  better  than  conventional.  As  the  use 
of  the  new  product  expands  it  may  replace  more  than  one  former 
component.  If  so,  it  may  prove  economical  even  at  higher  costs 
than  the  original  single  component;  for  example,  a  sandwich 
floor  that  sustains  its  weight  without  supporting  beams. 

Another  serious  deterrent,  and  one  which  holds  true  for  most 
new  building  materials,  is  the  problem  of  performance  testing. 
While  testing  procedures  can  examine  a  wide  range  of  qualities 
with  considerable  accuracy,  building  code  officials  are  reluctant 
to  accept  test  results  for  some  qualities,  especially  where  the 
product  is  not  available  for  conventional  field  observation.  It 
should  not  be  necessary,  however,  for  materials  and  assemblies 
that  have  been  approved  under  all  reasonable  circumstances  to 
be  subjected  to  separate  local  inspections.  When  this  additional 
procedure  is  required,  adoption  of  the  novel  is  slow  and  costly. 
Traditional  field  inspections  are  meaningless  anyway  when  a 
factory-made  product  must  be  taken  apart  at  the  site  and  reas- 
sembled before  it  can  be  put  in  place.  The  act  of  disassembly  is 
destructive  when  it  is  performed  on  a  component  that  is  welded 
or  sealed  to  withstand  the  very  possibility  of  its  parts  being  sep- 
arated. Some  way  must  be  found  to  set  a  level  for  over-all  per- 
formance under  circumstances  of  time  and  testing  that  will  not 
retard  the  introduction  of  desirable  innovations  and  yet  will  pro- 
tect the  public  welfare.  It  should  be  possible  for  the  manufacturer 
to  present  his  product  for  a  single  series  of  official  tests  after 
which  builders  can  use  it  throughout  a  metropolitan  area,  a 
state,  or  even  the  nation. 

There  are  many  design  problems  involved  in  the  use  of  new 
materials,  and  once  more  sandwich  panels  can  illustrate.  One  of 
these  is  the  incorporation  of  utility  lines  in  the  panel  without 
making  them  wholly  inaccessible.  One  of  the  most  irrational 
aspects  of  conventional  building  methods  is  the  way  pipes  and 
wires  for  plumbing  and  electricity  are  threaded  through  a  struc- 
ture. Hard  to  get  at,  they  are  difficult  and  costly  to  repair.  Manu- 
facturers are  just  beginning  to  experiment  with  designs  which 
will  permit  utility  lines  to  be  economically  packaged  in  units 
built  into  the  structure  and  still  be  susceptible  of  removal  as  a 
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whole.  Not  only  would  this  solve  the  repair  problem  neatly, 
but  it  would  make  it  possible  for  the  homeowner  to  replace  ob- 
solete equipment  without  having  to  break  open  the  basic  struc- 
ture of  the  dwelling. 

Structural  sandwiches  are  merely  illustrative  of  the  innova- 
tions that  can  be  expected.  Among  others,  the  contrasting  ele- 
ments of  clear  window  or  solid  wall  which  are  basic  elements  of 
design  today  may  change  to  walls  and  roofs  that  can  filter  light 
and  be  adjusted  from  opaque  to  transparent.  Climate-control 
systems,  which  can  change  with  the  weather  and  mood  of  the 
residents,  may  bring  an  ever-changing  appearance  to  the  house. 
Even  fixed  fa£ade  compositions  may  give  way  to  constantly 
varying  designs. 

Management  and  Technology 

The  main  way  a  new  product,  a  new  method,  or  a  new  design 
can  become  successful  is  for  management  to  allocate  both  time 
and  money — often  in  large  amounts — to  development,  experi- 
mentation, and  application.  The  effort  must  continue  past  what 
may  be  many  setbacks.  Few  companies  will  gamble  this  heavily 
unless  they  foresee  a  large  and  distinct  market  as  the  culmination 
of  their  investment.  The  laboratories  of  chemical  companies  are 
working  on  dozens  of  new  products  today,  many  of  which  could 
produce  radical  changes  in  home  building  if  they  were  adapted 
specifically  for  the  housing  industry.  This  is  not  likely  to  occur, 
however,  unless  the  industry  demonstrates  a  capacity  for  using 
the  new  products. 

The  increasing  use  of  aluminum  in  residential  building  is  often 
cited  as  an  example  of  successful  new-product  development  for 
housing.  Aluminum  is  used  mostly  as  a  straight  substitution  for 
traditional  materials.  Its  use  has  engendered  little  real  design  in- 
novation. But  it  does  exemplify  the  kind  of  long-range  invest- 
ment and  control  by  management  that  is  necessary  if  traditional 
building  materials  and  designs  are  to  give  way  eventually  to 
the  extent  necessary  to  take  full  advantage  of  our  technological 
potential. 

The  Aluminum  Company  of  America  has  long  been  energetic 
in  seeking  out  new  uses  for  its  product.  The  idea  of  an  aluminum 
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house  first  occurred  to  the  company  in  the  mid- 19205.  The 
company  thereupon  began  to  weigh  the  value  of  the  idea,  the 
possibility  of  realizing  it  in  the  future,  the  means  of  taking  step- 
by-step  decisions  to  that  end,  together  with  the  difficulties  that 
would  be  imposed  by  the  persistence  of  conventional  building 
practices,  building  codes,  and  consumer  habits.  Alcoa  pursued 
the  idea  over  a  period  of  twenty  years  through  laboratory  and 
market  research,  product  development,  and  eventually  produc- 
tion and  sales. 

From  1947  on,  Alcoa  worked  with  National  Homes  to  tool 
up  for  production  of  the  Viking  houses.  The  materials  needed 
for  them  could  readily  be  produced  by  now-standard  machinery 
turning  out  sheets  and  extruded  forms.  In  early  1958  National 
Homes  decided  to  go  ahead.  Research  had  long  since  settled 
most  of  the  usual  problems  of  standards  and  specifications.  An- 
nouncements began  to  appear  in  the  newspapers  in  September, 
1958,  and  model  homes  were  opened  in  localities  throughout  the 
country  in  1959.  Alcoa's  sustained  management  policy  was 
rewarded.  National  Homes'  new  line  accounted  for  about  half 
of  its  output  in  1959. 

This  case  illustrates  the  long  time  periods  that  frequently  are 
necessary  to  see  a  new  product  or  material  through  from  con- 
ception to  reality.  Alcoa's  long-range  management  program  of 
research  and  product  development  produced  no  revolution.  It 
and  similar  efforts  will  do  so  only  when  new  products  take  new 
forms  to  perform  new  functions.  Then  new  methods  of  fac- 
tory production,  based  on  a  new  technology,  may  be  feasible. 
They  may  well  be  based  on  quite  different  organizations  and 
management  methods. 

One  approach  to  the  industrialization  of  housing  is  to  utilize 
highly  mechanized  forms  of  on-site  assembly.  The  other  princi- 
pal approach  is  prefabrication  of  the  entire  house  in  a  shop.  Al- 
though the  two  approaches  are  competitive,  they  are  by  no 
means  mutually  exclusive.  "Both  are  based  largely  on  the  same 
premises,"  Burnham  Kelly  says  in  Design  and  the  Production  of 
Houses,  "but  one  uses  a  high  degree  of  organization  at  a  par- 
ticular site  whereas  the  other  relies  on  organization  at  a  central 
shop  and  minimizes  activity  at  many  sites.  These  approaches 
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can  be  and  are  combined  whenever  it  proves  to  be  advanta- 
geous." 

Whether  the  systems  are  employed  separately  or  in  combina- 
tion, they  utilize  two  kinds  of  technical  innovation.  The  first 
involves  a  whole  range  of  adaptations  to  conventional  methods 
of  building;  the  second  utilizes  assemblies  put  together  in  a  shop 
instead  of  in  the  field  and  installed  by  means  of  connections  that 
require  a  minimum  of  site  labor. 

The  plaster  gun  is  an  excellent  example  of  technical  advance 
in  traditional  building  practice.  It  permits  a  crew  to  apply  twice 
the  amount  of  plaster  in  a  day  that  was  possible  by  former  meth- 
ods. The  extensive  use  of  power  is  another  improvement  in  site 
operations.  With  power-driven  hoisting  machinery,  both  con- 
ventional materials  and  larger  assemblies  can  be  put  into  place  in 
a  shorter  time  with  a  smaller  crew.  Whenever  electrical  or  air- 
driven  tools  can  reduce  the  fatigue  of  the  worker,  time  and  costs 
are  saved.  Moreover,  the  new  tools  operate  with  a  much  higher 
degree  of  accuracy  than  hand  operations  can  produce. 

But  important  as  such  improvements  are  to  conventional  build- 
ing methods,  the  most  significant  trend  is  in  the  increased  use  of 
assemblies,  for  it  is  assemblies  that  are  moving  home  building 
fastest  to  a  new  form  of  industrialization.  Assemblies  can  be  di- 
vided into  four  main  types:  structural  assemblies,  nonstructu- 
ral  assemblies,  mechanical  units,  and  accessories.  Illustrations  are 
prefabricated  walls  and  roof  trusses,  kitchen  cabinets  and  storage 
units,  packaged  heating  and  hot-water  units,  garbage  grinders 
and  recessed  fixtures.  By  cutting  the  amount  of  time  required 
for  on-site  installation  or  finishing,  the  skillful  use  of  assemblies 
reduces  field  labor.  More  important,  they  provide  a  better  prod- 
uct, produced  under  factory-controlled  conditions,  than  can  be 
produced  by  the  diminishing  number  of  skilled  craftsmen  in  the 
field. 

The  use  of  assemblies  raises  many  problems,  however,  that  the 
mere  adaptations  of  conventional  systems  do  not.  Obviously, 
there  cannot  be  an  endless  variety  of  shapes,  sizes,  and  finishes  for 
every  assembly.  Standardization  is  essential  at  least  to  the  degree 
that  all  major  components  must  be  dimensionally  coordinated. 
Unlike  the  traditional  wood-based  technology,  building  by  as- 
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semblies  leaves  little  leeway  for  squeezing,  cutting,  and  trimming 
of  parts  to  make  them  fit.  Sizes  must  be  standardized  and  materi- 
als must  have  known  properties.  Manufacturing  industry  has 
wide  experience  with  dimensional  standardization  and  with  test- 
ing procedures  and  standards  which  permit  steady  improvement 
in  performance  characteristics  like  durability,  impact  resistance, 
aging  properties,  and  weather  resistance.  However,  excessive 
standardization  may  freeze  materials  and  products  in  existing 
forms  and  at  existing  levels  of  performance. 

Design  and  the  Community 

The  dwindling  supply  and  the  increasing  cost  of  land  are 
among  the  biggest  problems  most  builders  face.  Land  is  still  avail- 
able on  the  fringes  of  cities  but,  by  and  large,  only  at  increasing 
distances  from  urban  centers  and  in  scattered  locations  that  lack 
essential  utilities  and  are  progressively  less  suited  to  housing  de- 
velopment. Within  cities  the  situation  is  even  more  difficult:  va- 
cant land  is  disappearing;  only  scattered  or  small  sites  remain.  As 
a  result,  big  builders  must  look  for  land  in  the  fairly  remote  rural 
fringe  of  the  metropolitan  area  or  seek  building  opportunities  in 
central-city  renewal  areas. 

In  the  19305,  the  war  years,  and  the  early  postwar  years,  land 
commonly  accounted  for  10  to  12  per  cent  of  ultimate  housing 
costs.  Under  pressure  of  residential  expansion  into  agricultural 
areas  after  World  War  II,  the  per  acre  price  of  farm  land  jumped 
by  44  per  cent  in  the  eight  years  following  1947.  The  average 
market  price  of  the  building  lot  for  FHA-insured  houses  has 
gone  up  from  $1,035  m  I95°  to  I2>47°  m  1960.  Whereas  in  1950 
it  represented  12  per  cent  of  the  property  value,  in  1960  it 
amounted  to  16.6  per  cent. 

Cost  and  availability  of  land,  then,  combine  to  concentrate 
major  building  operations  farther  and  farther  out  in  the  coun- 
tryside. Moreover,  by  moving  outside  the  limits  of  municipali- 
ties, builders  often  can  avoid  the  restricting  effects  of  subdivi- 
sion, zoning,  and  building  regulations  or  of  other  regulations 
imposed  by  many  suburban  communities  to  exclude  houses  that 
are  less  expensive  or  of  a  different  design  from  those  already  in 
the  community  or  to  curtail  additional  growth. 
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The  legal  intent  of  most  local  regulations  on  land  and  build- 
ings is  to  preserve  health  and  safety.  Many  builders  feel  that  it  has 
been  stretched  in  recent  years  beyond  a  justifiable  point;  but  few 
of  them  have  been  willing,  or  have  had  the  resources,  to  engage 
in  court  action  to  determine  the  validity  of  the  most  excessive 
of  these  local  practices.  The  result  is  that  restrictive  regulations 
have  often  forced  the  average  small  builder  out  of  the  commu- 
nity or  pushed  up  his  costs  and,  in  turn,  his  prices  to  the  con- 
sumer. 

There  will  be  little  ultimate  advantage  from  industrializing 
the  housing  industry  unless  the  larger  result  is  a  more  balanced, 
efficiently  organized,  and  aesthetically  satisfying  community  for 
living.  Technological  innovation  and  new  design  forms  are 
needed  in  neighborhood  and  land  planning  as  much  as  in  struc- 
tures. 

More  and  more  the  home  buyer  is  buying  the  community  at 
least  as  much  as  he  is  buying  the  house.  If  the  housing  industry 
is  to  meet  the  requirements  and  opportunities  that  lie  ahead  of 
it,  it  must  develop  the  means  to  operate  efficiently  throughout 
the  entire  process  of  providing  shelter,  not  just  in  isolated  parts 
of  the  process.  Greater  mass  production  of  housing  can  never  be 
achieved  unless  developed  land  is  produced  on  some  equiva- 
lently  large  scale. 

Land  can  be  mass-produced  in  the  sense  that  every  large-scale 
developer  converts  farm  land  to  tract  housing,  but  it  cannot  read- 
ily be  mass-assembled.  There  are  the  problems  of  assembling  a 
large  tract  of  land  at  a  reasonable  price.  Much  money  can  be 
tied  up  in  land  investments  if  sites  are  to  be  assembled  in  advance 
for  several  years'  production.  After  assembly  the  builder  often 
finds  the  local  community  imposing  additional  restrictive  regu- 
lations, sometimes  with  the  aim  of  killing  the  development. 

Possible  solutions  to  some  of  these  problems  are  better  land- 
planning  design,  new  land  assembly  and  investment  techniques, 
and  new  legal  attitudes  toward  land  ownership.  Until  urban 
planners  and  designers  can  produce  designs  which  avoid  the 
monotony  of  much  recent  land  planning,  community  and  mar- 
ket resistance  is  likely  to  continue.  The  provision  of  more  com- 
munity open  space,  and  simultaneous  construction  of  commu- 
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nity  facilities  and  housing  are  essential  elements  of  better  land 
development. 

During  the  postwar  period  there  have  been  a  number  of  large- 
scale  land  development  operations  sponsored  by  groups  of  build- 
ers, investors,  or  lenders.  These  firms  find  and  assemble  land, 
service  it,  and  sell  it  to  the  builder  who  takes  over  construction 
operations.  This  scheme  produces  important  economies  in  land 
planning  and  development.  Moreover,  it  enables  several  builders 
to  develop  a  single  large  tract,  thus  producing  a  variety  of 
homes  even  on  the  same  block  front,  without  sacrifice  of  build- 
ing efficiency. 

In  the  postwar  period  several  investment  trusts  have  gone  into 
the  development  of  land  for  industrial  parks.  These  same  groups 
may  develop  residential  land  in  the  future. 

Unchaining  the  "Puny  Giant" 

There  will  be  no  rapid  revolution  in  the  housing  industry.  No 
one  of  the  complex,  thinly  related  units  of  activity  that  comprise 
the  industry  has  yet  generated  sufficient  force  for  that.  But  al- 
ready the  kind  of  advances  described  in  this  chapter  have 
brought  significant  changes  in  both  the  methods  and  the  product 
of  the  industry.  If  they  are  not  truly  revolutionary  in  character, 
they  do  mark  a  steady  evolution  in  the  process  of  rationalizing 
the  production  of  housing  in  this  country.  The  process  is  slow, 
often  intermittent,  and  subject  to  mutations  caused  by  innova- 
tions in  other  industries,  government,  and  changing  market 
trends. 

Within  the  slow  progression  of  an  evolutionary  trend,  there  is 
always  a  point  when  a  show  of  change  becomes  remarkable.  This 
point  may  be  at  hand  in  the  housing  industry.  The  forces  for 
change  are  so  compelling  that,  as  Burnham  Kelly  puts  it:  "There 
must  soon  come  the  time  when  the  degree  and  character  of 
change  have  reached  that  subtle,  indefinable  point  at  which  the 
strength  of  conventional  resistance  suddenly  fades  away  and 
there  is  a  'snap-over'  to  an  entirely  new  industrial  situation  in 
which  stereotypes  are  abandoned  and  standards  undergo  rapid 
and  radical  transformation." 

The  forces  impelling  change  are  readily  identifiable.  Many  of 
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them  have  been  discussed  in  this  and  other  chapters:  the  dissatis- 
faction of  the  consumer  with  the  product  that  is  presently  avail- 
able to  him,  and  his  increasing  discrimination  about  the  kind  of 
housing  and  community  environment  that  will  best  complement 
his  new  patterns  of  living;  the  prospect  of  a  tremendous  increase 
in  the  demand  for  housing  in  the  19605  and  19705;  the  efficiency 
and  economy  of  providing  new  housing  in  large  numbers, 
whether  they  are  located  on  raw  land  in  the  metropolitan  fringe 
of  the  city  or  on  cleared  land  in  central-city  redevelopment 
areas;  the  trend  toward  large  home-building  organizations 
whose  very  size  is  encouraging  the  use  of  new  materials  and  sys- 
tems of  construction  and  a  more  economical  utilization  of  labor 
and  land;  the  growing  tendency  of  the  smaller  builders  to  over- 
come the  delays  and  costs  inherent  in  on-site  production  by 
turning  to  off -site  assembly  and  finishing  operations;  the  grow- 
ing influence  on  housing  design  of  the  large  manufacturers  of 
materials  and  equipment. 

Before  major  advances  can  be  made  the  localism  that  shackles 
the  housing  industry  to  the  remnants  of  handicraft  technology 
must  be  overcome. 

At  this  point,  the  challenge  is  largely  management's.  If  imagi- 
native and  aggressive  companies  in  or  on  the  edges  of  the  hous- 
ing industry  are  encouraged  by  a  more  substantial  flow  of  invest- 
ment money  to  concentrate  on  production  for  housing,  the  in- 
dustry will  undoubtedly  achieve  significant  coordination  among 
its  separate  entities,  rationalization  of  its  operating  method,  and, 
very  likely,  a  new  combination  of  purposes.  To  the  consumer 
this  will  bring,  if  not  always  or  at  first  a  cheaper  product,  at  the 
least  a  better  and  more  functional  one. 


THE  INVESTOR 


Chapter  10 
RESIDENTIAL  FINANCE 


The  housing  industry  is  faced  'with  the  necessity  of  finding 
new  sources  of  money  if  it  is  to  finance  the  enlargement  and  im- 
provement of  the  housing  supply  required  by  the  probable 
changes  in  the  population  and  the  economy  during  the  i$6os  and 
1970$.  Most  housing  is  financed  through  long-term  mortgages. 
The  money  for  them  comes  from  two  principal  sources:  indi- 
vidual savings  in  life  insurance  reserves,  government  bonds,  com- 
mercial and  mutual  banks,  and  savings  and  loan  institutions; 
and  from  monthly  payments  on  mortgage  debt  and  repayments. 
When  the  economy  is  expanding  generally,  and  shorter-run  in- 
vestment outlets  offer  more  attractive  choices  to  lenders,  housing 
is  likely  to  do  badly  in  the  competition  for  funds  from  both 
these  sources.  Because  the  cost  of  money  constitutes  a  large  share 
of  monthly  or  annual  housing  expense,  the  builder  and  the  con- 
sumer are  particularly  vulnerable  to  increases  in  the  cost  of 
money  and  shifts  in  its  geographic  or  cyclical  flow. 

Several  opportunities  present  themselves  for  enlarging  the 
pool  of  investment  money  for  housing.  Local  development  foun- 
dations with  funds  from  industry,  business,  labor,  and  public 
subscription  can  limber  up  local  markets  by  providing  equity 
money.  Pension  funds  with  multi-billion-dollar  annual  accretions 
to  their  reserves  constitute  a  savings  supply  that  is  only  begin- 
ning to  be  attracted  to  housing.  Government-guaranteed  mort- 
gage debentures  or  a  new  form  of  mortgage  investment  trust 
may  be  means  to  tap  these  funds.  State-chartering  of  mortgage 
corporations  through  which  lending  institutions  can  share  risks 
is  needed.  There  should  be  a  review  of  existing  systems  of  sav- 
ings and  mortgage-lending  institutions  in  suburban  and  rural 
nonfarm  areas  to  determine  the  extent  to  which  the  require- 
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ments  for  mortgage  money  are  being  met  and  to  suggest  addi- 
tional institutions  or  branch  systems  to  serve  money -starved 
areas. 


Most  home-building  is  financed  through  long-term  mortgages. 
Residential  mortgage  debt  is,  therefore,  the  largest  single  com- 
ponent in  private  debt  as  well  as  the  largest  single  outlet  for 
long-term  savings.  These  relationships  are  briefly  described  be- 
low as  an  introduction  to  the  specific  problems  of  housing 
finance. 

Raymond  Goldsmith  estimated  total  national  wealth  in  1958 
at  $1,682.1  billion.  The  largest  part  (23.3  per  cent)  of  the  total 
was  for  nonfarm  residential  structures,  valued  at  $391.4  billion.  If 
residential  land  had  been  included,  the  estimated  value  of  the 
nonfarm  housing  supply  would  have  been  an  even  larger  propor- 
tion of  national  wealth.  (See  Chart  16.) 

Against  these  tangible  assets  the  United  States  in  1958  had  a  total 

Chart  16.  National  wealth,  1958,  by  type  of  asset  in  current  dollars 
and  percentage 

PER  CENT  ASSETS  BILLIONS 

23,3        Nonfarm  Residential  Structures  $391.4 

10.7        Nonfarm  Commercial  and  Industrial  Structures  179.3 

15.6        Mining,  Farming,  Institutional  and  Government  Structures  262.3 

11.9        Producer  Durable  Equipment  199,9 

10.6  Consumer  Durable  Equipment  178.8 

17.2         Land  290.9 

10.7  Inventories  and  Other  179.5 
100.0                                                                       Total                $1,682.1 

Source:  Raymond  W.  Goldsmith,  preliminary  estimates,  National  Bureau 
of  Economic  Research,  Statistical  Abstract  of  the  United  States,  1960,  Bureau 
of  the  Census,  computed  from  table  429,  p.  326. 
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private  net  debt  of  $499.9  billion  (increased  to  $581.9  billion  in 
1960),  44  per  cent  of  which  represented  short-term  borrowings 
of  individuals  and  business.  Long-term  debt  in  nonfarm  mort- 
gages— $144.6  billion — comprised  the  largest  single  category  in 
1958.  By  1960  the  nonfarm  mortgage  figure  had  reached  $173.9 
billion.  Thus  mortgage  debt  is  a  major  outlet  for  investment  and 
savings  in  our  economy. 

A  third  of  the  savings  supporting  total  debt  are  corporate  sav- 
ings. The  remainder  is  drawn  from  the  long-term  savings  of 
individuals  who  deposit  funds  in  various  classes  of  savings  insti- 
tutions and  purchase  life  insurance.  The  total  of  such  savings  at 
the  end  of  1959  was  $295.5  billion  and  the  preliminary  total  for 
1960,  $313.5  billion.  As  Chart  17  shows,  life  insurance  reserves, 
United  States  bonds,  deposits  in  commercial  and  mutual  savings 
banks,  and  shares  in  savings  and  loan  associations  are  the  major 
forms  taken  by  individual  savings.  Net  savings  during  1956,  as 
shown  in  the  table  amounted  to  $14.5  billion.  It  is  from  this 

Chart  17.  Long-term  savings  of  individuals,  1959  (1960),  by  type  of 
institution,  in  billions  of  dollars 

BILLIONS 
1959  1959  1960  (P) 


Savings  and  Loan  Associations 
Mutual  Savings  Banks 


$54.6 
34.9 


$62.2 
36.3 


21.3%  Commercial  Banks 

0.4%  Postal  Savings 

1.5%  Credit  Unions 

15.5%  U.S.  Savings  Bonds 


63.0  67,5 


31.0% 


Life  Insurance  Reserves 


1,0 
4.4 

45.9 


91.7 


0.8 
4.9 

45,7 


96,1 


100% 


Total 


$295.5       $313.5 


Note:  (P)  1960  figures  are  preliminary. 

Source:  Housing  and  Home  Finance  Agency,  Housing  Statistics,  March, 
1961,  table  A-64,  p.  75. 


156      HOUSING,   PEOPLE,   AND   CITIES 

stream  of  savings  that  the  funds  must  be  drawn  to  provide  the 
mortgage  capital  which  sustains  current  construction  and  sales 
of  new  homes,  construction  of  new  rental  housing,  and  the  re- 
sale of  that  part  of  the  total  housing  supply  which  changes 
hands  each  year.  The  flow  of  savings  into  and  out  of  residential 
mortgages  exercises  a  decisive  influence  on  the  ownership  of  the 
housing  stock,  the  rate  of  residential  building,  the  ease  of  family 
movement  from  area  to  area,  the  level  of  employment  in  the 
construction  industry,  and  the  condition  of  our  housing  supply. 

TABLE  7.    INDIVIDUAL  LONG-TERM  SAVINGS  DURING  1956 
(in  billions  of  dollars) 

Private  insurance  and  pension  reserves $7.7 

Government  insurance  and  pension  reserves.     3.7 

U.S.,  state  and  local  government  bonds 3.6 

Corporate  and  other  bonds 3.5 

Savings  and  loan  associations 5.1 

Currency  and  deposits 4.5 

Total ~.  $28.1 

Less  increase  in  debt 13.6 

Net  savings $14.5 

Source:  U.S.  Securities  and  Exchange  Commission,  Statistical  Bulletin, 
May  1957,  p.  19. 

Credit  Requirements  for  Housing 

Residential  building  accounts  for  roughly  a  quarter  of  all  new 
private  investments.  While  the  proportion  has  varied  in  recent 
years  from  as  little  as  20  per  cent  to  nearly  50  per  cent  of  total 
private  investments,  the  volume  of  funds  necessary  to  maintain 
nonfarm  residential  investment  has  increased  steadily  from 
roughly  $3  billion  per  year  in  the  prewar  years  to  over  $18  bil- 
lion per  year  in  the  late  19505.  In  addition  to  this  level  of  capital 
investment  and  reinvestment  expenditures,  many  billions  of  dol- 
lars a  year  are  spent  on  the  maintenance  and  rehabilitation  of  resi- 
dential properties. 

The  housing  industry  finds  funds  readily  available  for  new 
mortgage  lending,  for  residential  construction  and  improve- 
ment of  the  housing  supply,  if  the  capital  requirements  for  gov- 
ernment, manufacturing  industry,  commerce  and  business 
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inventories  are  low,  and  if  savings  are  relatively  high.  But  when 
the  capital  requirements  for  manufacturing,  business  inventories, 
or  utility  construction  are  booming,  housing  must  compete  with 
these  other  outlets  for  funds  drawn  from  the  national  savings 
pool.  When  this  happens  mortgage  funds  are  tight. 

The  housing  industry  is  at  a  comparative  disadvantage  in  the 
competition  for  funds  for  several  reasons.  Investments  in  other 
industries  are  usually  of  shorter  duration  than  housing  invest- 
ments and  can  be  accommodated  more  readily  to  changes  in  the 
price  of  money.  In  some  industries  capital  requirements  exercise 
relatively  little  influence  on  the  ultimate  price  of  products  to  the 
consumer.  The  cost  of  capital  in  these  industries  is  only  a  frac- 
tion of  ultimate  price.  Some  capital  users — private  utilities,  local 
governments,  and  state  governments — may  find  that  they  are 
compelled  by  the  nature  of  their  operations  to  borrow  money 
regardless  of  the  cost.  In  housing,  however,  the  cost  or  availabil- 
ity of  money  exercises  a  decisive  influence  on  the  volume  of 
residential  building  and  upon  consumer  costs.  The  cost  of 
money  borrowed  to  buy  a  house,  spread  over  ten  to  thirty  years, 
will  amount  to  one-third  to  three-fourths  of  the  total  housing 
cost,  and,  in  extreme  cases,  may  double  the  cumulative  cost  to 
the  owner. 

Housing  finance  also  differs  from  other  capital  investment  in 
the  sources  of  its  funds.  Capital  for  long-term  industrial  and 
other  investments  is  drawn  in  large  part  directly  from  corporate 
income  in  the  form  of  reinvested  earnings.  Much  of  the  capital 
invested  in  corporate  bonds  is  institutionally  owned  or  man- 
aged. But  more  than  half  of  all  residential  mortgage  funds  comes 
from  the  relatively  small  savings  of  individuals  who  have  share 
accounts  in  savings  and  loan  associations  or  deposits  in  savings 
banks.  These  individual  savings  are  obviously  subject  to  varying 
economic  and  institutional  pressures  which  influence  both  the 
volume  of  savings  and  the  rate  of  yield. 

The  volume  of  mortgage  loans  required  by  the  market  varies 
from  year  to  year  not  only  because  of  fluctuations  in  the  volume 
of  new  residential  construction  but  also  because  of  changes  in 
the  rate  of  resale  of  existing  housing,  general  changes  in  housing 
prices  which  may  affect  mortgage  amounts,  and  changes  in  eq- 
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uity  payments  by  purchasers  of  homes.  The  volume  of  resale 
of  existing  homes  requiring  new  financing  may  be  as  much  as 
twice  the  volume  of  new  residential  construction.  In  a  typical 
postwar  year,  two-thirds  of  all  mortgage  loans  were  issued  for 
the  purchase  of  existing  homes. 

Mortgage  fund  requirements  are  also  influenced  in  a  decisive 
way  by  repayments  on  outstanding  mortgage  debt.  The  reduc- 
tion in  this  debt  each  year  varies  from  20  to  30  per  cent  of  the 
outstanding  mortgage  indebtedness.  A  large  part  is  repayment  in 
full  for  purposes  of  sale,  but  a  substantial  proportion  results  from 
regular  amortization  payments.  Together  they  provide  lenders 
with  a  substantial  volume  of  lendable  funds  in  any  year  irrespec- 
tive of  the  volume  of  new  savings.  Since  the  mid- 19305  repay- 
ment funds  have  accounted  for  some  50  to  75  per  cent  of  all 
home  mortgage  loan  funds.  During  this  period  new  savings  had 
to  provide  for  only  a  quarter  to  a  half  of  the  funds  required 
each  year  to  sustain  mortgage-lending  activity,  including  the 
purchase  of  existing  homes  and  the  construction  and  purchase 
of  new  homes. 

To  the  extent  that  repayments  and  regular  amortization  pay- 
ments flow  into  institutions  which  put  very  large  proportions  of 
their  funds  into  residential  mortgages,  residential  real  estate  ben- 
efits from  a  stable  flow  of  funds.  However,  to  the  extent  that 
repayments  and  monthly  amortization  payments  flow  into  insti- 
tutions which  invest  high  proportions  of  their  funds  in  other 
fields,  residential  real  estate  must  compete  on  a  current  basis  with 
other  investment  outlets.  Mortgage  payment  funds  will  be  re- 
loaned  to  new  residential  mortgages  rather  than  to  other  types 
of  mortgages,  government  securities,  private  bonds  or  other  se- 
curities according  to  the  competitive  advantage  of  residential 
mortgage  interest  rates  as  opposed  to  other  interest  and  dividend 
rates. 

The  volume  of  equity  funds  flowing  into  residential  con- 
struction varies  widely.  Although  they  seem  to  have  declined 
secularly,  they  accounted  for  as  much  as  40  per  cent  of  all  new 
funds  required  for  residential  construction  in  the  mid- 19205,  and 
as  much  as  27  per  cent  during  the  postwar  building  boom.  Equity 
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funds  have  contributed  enormously  to  the  financing  of  new  resi- 
dential construction,  with  amounts  ranging  from  $i  billion  a 
year  in  the  depression  years  to  over  $5  billion  at  the  postwar 
peak. 

Builders'  equity  capital  provides  an  unknown  portion  of  this 
total.  In  times  when  speculative  rental  construction  has  been 
high,  as  in  the  late  19205,  it  has  been  a  large  proportion.  But  a 
continuing  problem  of  the  home-building  industry  is  a  lack  of 
equity  capital  even  for  short-term  building,  a  circumstance  that 
makes  builders  heavily  dependent  for  construction  loans  upon 
suppliers,  contractors,  and  lending  institutions. 

Sources  of  Funds 

Mortgage  funds  are  derived  from  several  major  classes  of 
lending  institutions,  from  individual  holders  of  mortgages,  and 
from  the  government.  The  proportion  of  the  mortgage  debt 
held  by  institutions  has  grown  steadily  in  the  last  half  century. 
At  the  turn  of  the  century,  only  about  half  of  all  mortgage  loans 
were  held  by  lending  institutions.  By  1950  the  proportion  ex- 
ceeded 80  per  cent  and  by  1960  it  was  83  per  cent.  The  accom- 
panying table  shows  the  mortgage  holdings  of  the  major  classes 
of  mortgage  lenders  in  recent  years. 

TABLE  8.     NONFARM  RESIDENTIAL  MORTGAGE  HOLDINGS  OF  MAJOR  CLASSES 
OF  LENDING  INSTITUTIONS,  1946,  1950,  1960  (in  billions  of  dollars) 


Institution 

1946 

1950 

1960 

Per  cent 
of  increase 
1946-1960 

Savings  and  loan  associations  .  .  . 
Life  insurance  companies  

$7.0 
4.0 

$13.4 
11.1 

$58.9 
28.9 

741 
623 

Mutual  savings  banks  .  .  . 

36 

7.1 

24.4 

578 

Commercial  banks 

51 

10.4 

205 

302 

Federal  agencies  

0.7 

1.5 

7.9 

1030 

Individuals  and  others  

7.7 

10.1 

20.0 

160 

Total 

$28  1 

$536 

$1606 

471 

Source:  Housing  and  Home  Finance  Agency,  Housing  Statistics,  March, 
1961,  table  A-49,  pp.  58-59. 
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Savings  and  Loan  Institutions 

The  largest  single  class  of  mortgage-loan  holders  is  savings 
and  loan  associations,  which  since  the  mid-1950s  have  held  more 
than  a  third  of  all  mortgage  loans.  This  proportion  is  lower, 
however,  than  at  the  peak  of  the  building  boom  in  1925,  when 
it  was  5 1  per  cent. 

Savings  and  loan  institutions  are  small,  numerous,  and  highly 
local  in  character.  The  4,700  members  of  the  Federal  Home  Loan 
Bank  System,  which  accounts  for  almost  all  of  the  resources  of 
the  savings  and  loan  industry,  had  assets  of  $70  billion  at  the  end 
of  1960.  Another  1,600  savings  and  loan  associations,  not  mem- 
bers of  the  Home  Loan  Bank  System,  had  average  assets  of  about 
$i  million.  Only  a  few  institutions,  with  assets  of  over  $50  mil- 
lion each,  approach  the  size  of  mutual  savings  or  commercial 
banks.  The  typical  association  draws  on  savings  from  a  relatively 
small  geographic  area  and  makes  mortgage  loans  within  the  im- 
mediate vicinity  of  the  institution.  Most  of  its  share  deposits  in 
residential  mortgage  loans  (typically  80  to  90  per  cent  of  assets) 
must  be  invested  within  fifty  miles  of  the  home  office. 

From  1932  to  1934,  when  most  of  the  12,000  associations  of  the 
country  were  in  serious  financial  difficulties,  the  Federal  govern- 
ment established  a  central  reserve  facility,  deposit  insurance,  and 
national  chartering  and  supervision  for  savings  and  loan  associa- 
tions. The  effect  of  these  aids  has  been  to  strengthen  the  indus- 
try, enforce  numerous  consolidations,  encourage  a  steady  flow 
of  savings,  and  enable  the  industry  to  expand  rapidly  until  it  now 
provides  the  largest  single  stable  source  of  funds  available  to  the 
home-building  industry. 

Deposits  in  savings  and  loan  institutions  are,  strictly  speaking, 
shares  in  the  institution.  The  depositor  is  not  entitled  to  imme- 
diate withdrawal,  as  is  the  case  with  deposits  in  commercial  and 
mutual  savings  banks.  In  times  of  money  shortage  the  institution 
may  limit  withdrawal  to  a  fixed  percentage  of  the  deposit.  As  a 
consequence  of  this  corporate  structure,  savings  and  loan  associa- 
tions theoretically  hold  only  long-term  deposits,  a  large  portion 
of  which  may  be  invested  in  long-term  investments. 

Savings  and  loan  institutions  are  not  required  to  maintain  the 
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large  liquid  reserves  characteristic  of  other  types  of  banking  in- 
stitutions. With  a  large  proportion  of  assets  invested  in  relatively 
high  interest  rate  mortgages  and  a  small  proportion  invested  in 
low  interest,  short-term  bonds  or  in  cash,  savings  and  loan  asso- 
ciations can  pay  a  higher  dividend  (or  interest)  rate  than  other 
classes  of  mortgage  lenders.  ] 

Savings  and  loan  institutions  pioneered  in  the  regularly  amor- 
tized mortgage.  Because  these  institutions  confine  their  lending  to 
amortized  mortgages,  they  have  a  fairly  large  and  steady  flow  of 
monthly  repayments.  These  repayments  provide  a  stable  source 
of  funds  for  new  mortgage  loans  or  for  withdrawals  even  in 
periods  when  savings  decline.  Savings  and  loan  institutions  tend 
to  make  loans  on  smaller  and  cheaper  houses.  They  loan  more 
frequently  on  older  properties  and  they  typically  charge  slightly 
higher  interest  rates  than  other  classes  of  institutions.  Particularly 
because  of  their  willingness  to  make  fairly  high  ratio  loans  on 
older  properties,  savings  and  loan  institutions  are  a  very  impor- 
tant source  of  funds  for  the  neighborhood  improvement  pro- 
grams of  the  type  involved  in  urban  renewal  activity. 

Savings  and  loan  institutions  have  not  participated  heavily  in 
the  FHA  program  of  mortgage  insurance.  The  limitations  on 
interest  rates  and  mortgage  ratios  plus  rigorous  FHA  supervisory 
and  procedural  requirements  have  not  been  attractive  to  smaller 
institutions.  On  the  other  hand,  they  have  participated  very 
heavily  in  the  VA  mortgage  guarantee  system. 

Life  Insurance  Companies 

Life  insurance  companies  had  combined  assets  of  $113.6  billion 
in  1959.  Only  24  per  cent  of  these  assets  were  invested  in  resi- 
dential mortgages.  This  proportion,  however,  accounted  in 
1959  and  1960  for  18  per  cent  of  all  nonfarm  residential  mort- 
gage debt.  Life  insurance  companies  have  doubled  their  propor- 
tional holdings  of  mortgage  loans  since  about  1935. 

Life  insurance  companies  attract  savings  as  premiums  on  in- 
surance contracts.  By  their  nature  these  premiums  are  long-term 
savings.  As  a  consequence,  life  insurance  companies  do  not  have 
to  meet  the  withdrawal  problems  faced  by  most  other  classes  of 
lending  institutions  and  can  invest  very  large  proportions  of  their 
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total  assets  in  long-term  obligations.  Charter  and  supervisory 
limitations  require  companies  to  invest  premiums  in  only  the 
best  classes  of  securities  and  on  a  widely  diversified  basis.  Large 
proportions  of  their  assets  are  invested  in  prime  corporate,  pub- 
lic utility  and  government  bonds.  The  ease  of  making  invest- 
ments in  these  types  of  loans  and  the  comparative  difficulty  of 
making  large-volume  investments  in  residential  mortgages  have 
tended  to  confine  life  insurance  companies  to  comparatively  low 
proportions  of  residential  mortgage  loans. 

Because  of  their  very  large  size,  life  insurance  companies  lend 
on  a  national  basis,  using  regional  offices  or  mortgage  brokers  for 
mortgage  placement  and  servicing.  They  also  tend  to  lend  only 
on  the  best  security,  principally  new  residences  in  the  best  loca- 
tions. 

The  adoption  of  the  FHA  system  of  insurance  greatly  facili- 
tated the  national  mortgage-lending  operations  of  life  insurance 
companies.  With  FHA  the  companies  are  able  to  purchase  mort- 
gage loans  of  standard  quality  on  a  nation-wide  basis.  As  a  con- 
sequence, life  insurance  companies  are  the  largest  single  holders 
of  FHA-insured  loans,  accounting  for  approximately  28  per  cent 
of  all  FHA  mortgages  as  of  December  31,  1959.  Insurance  com- 
panies are  also  large  purchasers  of  mortgages  from  other  classes 
of  lending  institutions,  particularly  mortgage  brokers. 

Commercial  Banks 

The  13,500  commercial  banks  had  assets  of  almost  $250  billion 
in  the  first  quarter  of  1960.  Commercial  banks  are  depositories 
for  both  short-  and  long-term  savings.  Although  traditionally 
they  receive  chiefly  short-term  deposits,  their  savings  deposits 
have  exceeded  those  of  savings  and  loan  institutions.  Because 
they  are  the  primary  sources  for  commercial  and  industrial 
credit,  they  are  required  by  state  and  national  supervisory  au- 
thorities to  maintain  a  high  degree  of  liquidity  at  all  times.  This 
accounts  for  the  fact  that  in  recent  years  commercial  banks  have 
invested  only  7  per  cent  of  their  assets  in  residential  mort- 
gages; however,  this  percentage  represents  17  per  cent  of  all  resi- 
dential mortgage  holdings. 

Commercial  banks  are  both  the  largest  single  available  pool 
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of  credit  in  the  country  and  one  of  the  least  stable  of  the  sources 
of  funds  in  the  residential  mortgage  market.  In  times  of  high  de- 
mand for  commercial  and  industrial  credit,  commercial  banks 
understandably  put  large  proportions  of  their  resources  into 
loans  of  this  type  and  may  hold  their  residential  mortgage  port- 
folios constant  or  even  reduce  them.  Relatively  minor  changes  in 
portfolio  policy  by  commercial  banks  exercise  a  very  powerful 
influence  on  the  total  volume  of  new  funds  flowing  into  residen- 
tial mortgages.  If  commercial  banks  are  buying  residential  mort- 
gages, credit  is  far  more  readily  available.  If  commercial  banks 
are  selling  or  holding  their  portfolios  constant,  the  tightening  of 
the  market  for  residential  mortgage  money  will  be  felt  through- 
out the  home-building  industry. 

In  other  respects,  the  home-mortgage-lending  operations  of 
commercial  banks  are  similar  to  those  of  savings  and  loan  asso- 
ciations and  life  insurance  companies.  The  smaller  commercial 
banks  often  engage  in  mortgage  lending  on  a  local  and  customer 
basis.  The  larger  banks  operate  on  a  national  basis  through  mort- 
gage brokers  who  may  originate  or  sell  and  service  mortgage 
loans  for  them.  This  tends  to  make  commercial  bank  mortgage 
lending  extremely  selective  and  forces  the  companies  to  con- 
centrate their  mortgage  lending  in  FHA-insured  and  VA-guar- 
anteed  loans.  These  loans  have  special  advantages  to  commercial 
banks  since  they  may  be  sold  to  other  portfolio  lenders  at  times 
when  commercial  and  industrial  credit  demands  are  high. 

Commercial  banks  also  provide  support  to  the  mortgage  mar- 
ket by  extending  loans  to  savings  and  loan  institutions,  based  on 
the  security  of  their  mortgage  portfolios,  which  enable  those  in- 
stitutions to  make  residential  mortgage  loans  in  anticipation  of 
deposits  or  repayments. 

Mutual  Savings  Banks 

The  mutual  savings  banks  are  largely  confined  to  the  North- 
eastern part  of  the  United  States.  There  they  perform  some  of 
the  functions  performed  by  savings  and  loan  institutions  or  by 
commercial  banks  in  other  parts  of  the  country.  The  500  mutual 
savings  banks  had  assets  in  1 960  of  $4 1  billion,  much  less  than  the 
assets  of  the  savings  and  loan  institutions. 
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Mutual  savings  banks  accept  only  savings  deposits.  Their  de- 
posits are  genuine  deposits,  unlike  the  share  purchases  of  savings 
and  loan  associations,  and  the  depositor  is  entitled  to  receive  cash 
payment  on  demand.  While  mutual  savings  banks  invest  the 
largest  share  of  their  long-term  deposits  in  residential  and  other 
mortgages,  they  are  required  to  maintain  higher  liquidity  ratios 
than  savings  and  loan  associations  and  they  are  permitted  to 
invest  larger  proportions  of  their  assets  in  nonresidential  mort- 
gages and  in  selected  corporate  and  other  securities.  This  gives 
mutual  savings  banks  a  little  more  freedom  to  service  other  com- 
munity banking  needs,  and  gives  depositors  slightly  greater  pro- 
tection than  that  offered  by  savings  and  loan  associations  in 
terms  of  withdrawal  privileges. 

In  1959  the  mortgage  holdings  of  mutual  savings  banks 
amounted  to  approximately  two-thirds  of  their  savings  accounts, 
and  mutual  savings  banks  held  15.2  per  cent  of  all  outstanding 
mortgage  debt  in  that  year  and  in  1960.  Large  savings  banks 
are  national  lenders  and  operate  through  agents  and  brokers,  as 
do  commercial  banks  and  insurance  companies.  In  recent  years 
mutual  savings  bank  purchases  of  nonfarm  mortgages  of  the 
single-family  type  have  been  fairly  constant  at  6  or  7  per  cent  of 
all  purchases. 

Mortgage  Bankers  and  Brokers 

Mortgage  bankers  and  brokers  are  a  class  of  non-deposit 
mortgage-lending  institution.  They  are  corporations  financed 
with  private  equity  capital  and  bank  loans  that  make  residential 
and  other  mortgage  loans  for  resale  to  deposit  type  institutions. 
Their  income  is  derived  primarily  from  fees  connected  with 
the  placement  of  mortgages  and  the  service  charges  paid  when 
the  ultimate  purchaser  is  a  national  lender  in  a  remote  location. 
The  larger  firms  have  modest  investment  portfolios  which  in  the 
aggregate  account  for  i  to  2  per  cent  of  mortgage  holdings.  In  a 
sense,  many  individual  real  estate  brokers  who  make  and  sell 
mortgage  loans  might  be  considered  mortgage  bankers.  As  used 
here,  however,  the  term  is  limited  to  the  firms  whose  principal 
business  is  the  making,  selling,  and  servicing  of  loans. 

Although  the  mortgage  companies  have  relatively  little  capital 
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compared  with  deposit  types  of  institutions,  they  play  an  impor- 
tant part  in  the  origination  and  servicing  of  mortgages  and  are  an 
essential  part  of  the  system  of  mortgage-lending  institutions. 
In  1959,  mortgage  companies  were  responsible  for  originating  48.1 
per  cent  of  all  FHA-insured  home  mortgages.  However,  they 
held  only  6.7  per  cent  of  the  outstanding  amount  of  such  insured 
mortgages,  selling  to  other  lenders  virtually  all  the  mortgages 
which  they  originated.  Insurance  companies,  which  originated 
less  than  5  per  cent  of  all  FHA-insured  mortgages  in  1959,  held 
3 1  per  cent  of  such  mortgages;  obviously  they  had  purchased  the 
bulk  of  their  mortgage  holdings  from  mortgage  companies 
and  others.  The  dependence  of  mortgage  brokers  upon  deposit 
types  of  institutions,  particularly  life  insurance  companies  and 
banks,  makes  them  peculiarly  vulnerable  to  changes  in  the 
money  market.  In  times  of  credit  stringency  mortgage  compa- 
nies have  no  large  resources  of  deposits  or  repayments  to  draw 
upon  for  new  mortgage  lending.  They  are  dependent  upon  the 
credit  resources  of  others.  By  the  same  token,  when  credit  eases 
they  become  the  institutions  through  which  the  growing  flow 
of  funds  is  directed  to  home  building. 

Other  Mortgage  Holders 

Various  Federal  agencies  are  now  substantial  holders  of  mort- 
gages bought  under  the  terms  of  special  congressional  acts  and 
authorizations.  For  example,  the  Federal  National  Mortgage  As- 
sociation's holdings  at  the  end  of  1960  were  over  $6  billion,  an 
all-time  high. 

Individuals  also  comprise  a  large  class  of  mortgage  holders. 
Although  declining  in  relative  importance  during  the  postwar 
years,  in  1960  mortgage  holdings  of  individuals  and  others  were 
estimated  to  amount  to  approximately  $20  billion.  A  portion  of 
this  total  includes  the  mortgage  holdings  of  assorted  institutions 
like  colleges,  universities,  estates,  and  trusts.  The  remainder  con- 
sists of  mortgages  held  by  individual  persons  for  their  own  ac- 
count. For  either  trust  or  individual  investment  purposes,  a  mort- 
gage is  a  relatively  attractive  form  of  investment,  offering  a  sub- 
stantial degree  of  security  and  a  fairly  high  yield. 
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Credit  Companies 

Credit  for  home  modernization  and  repair  is  drawn  from 
many  of  the  same  sources  which  supply  funds  for  home  mort- 
gages. Home  modernization  loans  are  usually  made  for  compara- 
tively short  terms  of  12  to  36  months  and  in  amounts  ranging 
from  $200  to  $2,000  or  $3,000.  Usually  the  interest  charge  on 
modernization  loans  is  discounted  in  advance,  with  effective  in- 
terest rates  of  6  to  10  per  cent.  Commercial  banks  are  the  largest 
single  source  of  this  type  of  credit,  with  credit  and  finance 
companies  second. 

There  are  many  relatively  small  credit  companies,  but  only 
a  few  large  companies  which  finance  the  consumer  credit  re- 
quirements of  retail  outlets  in  all  parts  of  the  country.  Commer- 
cial banks  hold  80  per  cent  of  FHA-insured  home  modernization 
loans,  credit  companies  10  per  cent,  and  savings  institutions  10 
per  cent.  Credit  companies  probably  service  substantially  larger 
proportions  of  non-FHA  home  repair  loans  and  may  account  for 
a  third  to  a  half  of  such  loans.  Credit  and  finance  companies  are 
not  deposit  institutions.  They  usually  draw  their  funds  from 
commercial  loans  at  commercial  interest  rates,  lending  it  at  sub- 
stantially higher  rates. 

Proble?w  in  the  Flow  of  Funds 

Taken  together,  all  these  sources  of  credit  serve  many  of  our 
national  housing  requirements  admirably.  Over  the  years,  they 
have  financed  the  development  of  our  present  housing  supply 
and  now  provide  funds  to  meet  the  mortgage  requirements  of 
higher-income  families,  particularly  in  the  suburban  parts  of  our 
metropolitan  areas,  and  to  accommodate  the  purchase  of  existing 
homes  of  a  wide  range  of  quality  and  location.  The  governmen- 
tal aids  discussed  in  following  chapters  help  serve  a  still  larger 
need.  Despite  these  significant  accomplishments,  our  system  of 
residential  finance  fails  to  meet  many  home-financing  needs  and 
presents  some  major  problems  to  the  housing  industry.  These 
problems  are  briefly  enumerated  below,  together  with  some  of 
the  suggestions  for  improvement  which  seem  to  be  within  the 
competence  of  private  institutions. 
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Perhaps  the  most  important  problem  is  that  of  stabilizing  the 
flow  of  mortgage  funds  into  residential  construction.  At  present, 
and  despite  governmental  aids,  this  flow  varies  widely  from  year 
to  year,  creating  periods  during  which  funds  are  adequate  and 
periods  of  acute  shortage,  and  thus  contributes  to  the  instability 
of  the  housing  industry  and  the  economy  generally.  Moreover, 
although  mortgage  funds  are  more  equitably  distributed 
throughout  the  country  than  formerly,  many  central-city  areas, 
most  rural  nonfarm  areas,  and  many  of  the  most  rapidly  devel- 
oping parts  of  the  country  suffer  from  relative  shortages  of  mort- 
gage funds.  Private  institutions,  obliged  to  balance  the  security 
of  investment  against  the  rate  of  return,  are  extremely  cautious 
about  assuming  the  risks  involved  in  loans  in  new  areas,  loans  on 
new  types  of  construction,  loans  to  groups  which  have  not 
had  a  long  borrowing  history,  loans  in  blighted  areas  undergoing 
renewal,  and  loans  of  longer  term  or  higher  ratio  than  have  been 
traditional  in  the  industry. 

The  varying  characteristics  of  the  several  classes  of  mortgage 
lenders  directly  affect  the  character  of  their  mortgage-lending 
activities  and  the  volume  and  the  stability  of  the  funds  flowing 
into  mortgage  loans.  Because  savings  and  loan  associations  en- 
gage almost  exclusively  in  residential  lending  they  are  a  stable 
source  of  mortgage  funds.  Mutual  savings  banks  and  life  insur- 
ance companies  are  only  relatively  stable,  and  commercial  banks 
are  highly  volatile.  At  times,  when  other  outlets  for  investments 
are  relatively  more  advantageous,  commercial  banks  will  with- 
draw almost  entirely  from  the  mortgage  market.  On  the  other 
hand,  when  competing  investment  opportunities  are  not  so  ad- 
vantageous they  will  move  heavily  into  the  mortgage-lending 
field,  and  also  into  loans  to,  and  warehousing  arrangements  with, 
other  classes  of  mortgage  lenders. 

Residential  mortgage  lending  is  highly  susceptible  to  changes 
in  the  demand  for  money,  as  was  demonstrated  with  particular 
severity  during  1957  when  restrictive  Federal  credit  policies  and 
rising  demands  for  industrial  and  commercial  loans  created  an 
intense  credit  shortage.  The  interest  rates  paid  by  commercial 
and  industrial  lenders  rose  sharply,  demands  for  commercial  and 
industrial  loans  usurped  almost  all  commercial  bank  funds,  and 
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insurance  companies  and  savings  banks  shifted  marginal  invest- 
ment funds  from  residential  to  other  types  of  loans.  Within  a  pe- 
riod of  twenty-four  months  the  new  funds  flowing  into  residen- 
tial construction  dropped  by  approximately  30  per  cent. 

Under  these  conditions  classical  economists  argue  that  resi- 
dential mortgage  interest  rates  should  rise  to  levels  competitive 
with  other  rates;  then,  although  credit  would  be  tight  in  all  fields, 
no  industry  would  suffer  discrimination.  Unfortunately,  conven- 
tional mortgage  rates  move  rather  slowly  and  are  subject  to  nu- 
merous institutional  restraints.  There  is  little  competition  over 
rates  locally  and  in  the  short  run.  The  "going  rate"  tends  to  be 
accepted  by  all  institutions  for  the  various  types  of  loans  they 
make.  The  rates  ,on  FHA  and  VA  loans  are  set  by  law  within 
narrow  limits,  and  within  these  limits  are  subject  to  considerable 
political  pressure.  The  consumer  can  adapt  his  budget  to  the  few 
cents  extra  that  a  doubling  of  short-term  money  costs  adds  to 
the  cost  of  a  suit  or  the  three  or  four  dollars  a  month  that  higher 
interest  rates  add  to  the  cost  of  his  car,  but  he  cannot  so  easily 
make  the  adjustment  to  the  same  interest  rate  rise  that  increases 
his  housing  cost  by  $10  or  $20  a  month  for  the  next  twenty  years. 
This  inequity  has  forced  a  general  recognition  that  changes  in 
credit  terms  often  discriminate  heavily  against  the  home-building 
industry,  and  that  these  discriminatory  effects  arise  in  some  degree 
from  the  institutional  structure  of  home  mortgage  lending. 

Debtor  and  Creditor  Areas 

Credit  shortages  appear  first  in  debtor  regions  which  do  not 
normally  provide  enough  savings  to  meet  their  own  needs.  In- 
terest rates  are  normally  higher  in  developing  areas  than  in 
older,  more  static  areas.  In  time  of  credit  shortage  debtor  regions 
may  suffer  from  an  acute  lack  of  residential  mortgage  funds  and 
higher  interest  rates,  even  when  funds  are  fairly  readily  availa- 
ble elsewhere.  The  combined  effects  of  credit  shortages  and 
higher  interest  rates  have  been  abated  in  part  by  Federal  inter- 
vention in  home  mortgage  lending.  FHA  and  VA  mortgage  in- 
surance and  guarantees  have  tended  to  stabilize  interest  rates  and 
to  reduce  the  sharp  differentials  which  formerly  existed  be- 
tween the  East  and  the  South  and  West.  During  periods  of  credit 
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shortage,  however,  the  inflexibility  of  the  Federally  insured  and 
guaranteed  mortgage  interest  rates  has  led  to  sharp  curtailments 
of  funds  in  debtor  areas  as  funds  shifted  from  interest-controlled, 
Federally  aided  mortgages  to  interest-free  conventionals. 

Much  remains  to  be  done  before  all  market  areas  are  adequately 
served  with  lending  institutions  to  meet  their  mortgage  needs. 
This  problem  is  particularly  acute  in  smaller  cities  and  towns  and 
in  the  rural  nonfarm  areas  of  the  country.  As  improving  trans- 
portation makes  possible  an  even  greater  spread  of  urban  areas, 
and  as  declining  agricultural  populations  enlarge  the  proportion 
of  the  total  population  which  is  engaged  in  urban  or  nonfarm 
activity,  the  needs  of  developing  areas  will  doubtless  expand. 
State  banking  authorities  and  Federal  banking  and  savings  and 
loan  authorities  and  mortgage  lenders  have  failed  to  recognize 
the  mortgage  needs  in  such  areas.  Conflicts  between  different 
classes  of  lending  institutions  and  traditional  objections  to 
branch  banking  have  paralyzed  public  regulatory  action. 

As  a  consequence,  Congress  has  authorized  the  Federal  National 
Mortgage  Association  and  the  Veterans  Administration  to  make 
direct  loans  in  these  areas.  Although  the  dollar  volume  of  this 
direct  lending  activity  has  been  relatively  insignificant,  it  is  an 
excellent  illustration  of  the  failure  of  state  government  and  of 
private  business  to  take  advantage  of  opportunities  for  additional 
service  to  the  American  public  and  the  resulting  tendency  of  the 
Federal  government  to  intervene  in  areas  where  private  action 
might  be  entirely  feasible.  A  systematic  examination  of  the 
availability  of  mortgage-lending  and  mortgage-servicing  institu- 
tions in  areas  remote  from  metropolitan  centers  would  be  help- 
ful both  to  government  and  to  private  business  in  revealing  com- 
munity needs  and  opportunities  for  business  expansion.  Perhaps 
such  an  examination  would  reveal  the  need  or  desirability  for  an 
expansion  of  the  kind  of  chartering  activity  carried  on  by  the 
Home  Loan  Bank  System  in  the  mid-1950s  when  the  Federal 
government  aided  the  establishment  of  new  savings  and  loan  as- 
sociations in  areas  needing  them.  Perhaps  such  an  examination 
would  lead  to  the  national  chartering  of  mutual  savings  banks, 
thus  providing  an  opportunity  for  this  type  of  institution  to  ex- 
pand in  regions  it  does  not  now  serve.  Or  perhaps  such  an  ex- 
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amination  would  merely  reveal  new  business  opportunities  for 
branch  banks  or  branch  service  offices  of  mortgage  brokers.  It 
would  certainly  focus  attention  on  the  impediments  to  mortgage 
credit  in  expanding  areas. 

Revising  the  Mortgage  Instrument 

Legally  and  economically,  the  mortgage  instrument  is  an  an- 
tiquated device  handed  down  to  us  from  preceding  centuries  and 
encumbered  with  a  host  of  medieval  paraphernalia  having  little 
relevance  to  the  conditions  of  modern  urban  life.  The  whole 
business  of  title  and  mortgage  recording  and  transfer  is  bogged 
down  in  legal  rituals  and  weighted  with  burdensome  costs  which 
prevent  mortgages  from  competing  effectively  with  stocks  and 
bonds  as  an  investment  outlet.  Stocks  and  bonds  have  always 
been  a  convenient  instrument  for  investment  purposes,  and  they 
are  now  being  made  even  more  accessible  to  a  wider  range  of 
markets  through  trustee  depositaries,  ownership  certificates,  and 
investment  trusts.  A  corresponding  evolution  has  scarcely  be- 
gun for  the  mortgage  instrument. 

There  have  been  numerous  suggestions  in  the  past  twenty-five 
years  or  so  to  modernize  mortgage  and  title  instruments  or  de- 
velop a  debenture  device  which  would  provide  evidence  of  own- 
ership and  permit  the  ready  purchase  and  sale  of  interests  in 
mortgages.  The  Torrens  system  (first  used  in  Australia  in  1858) 
for  simplifying  registration  of  title  is  an  example;  another  is  a 
method  for  incorporating  ownership  and  using  stock  certificates 
as  evidence  of  title.  The  development  of  some  device  as  a  substi- 
tute for,  or  evidence  of  title  and  interest  in,  the  mortgage  would 
make  mortgages  a  more  attractive  form  of  investment  and  open 
up  to  mortgage  investment  large  sources  of  funds,  like  pension 
funds,  which  now  tend  to  avoid  mortgage  lending. 

A  new  form  of  mortgage  instrument  is  the  so-called  open-end 
mortgage.  Strictly  speaking,  it  has  been  used  occasionally  for 
many  years;  its  real  development  did  not  occur,  however,  until 
the  mid-1950s  when  savings  and  loan  institutions  began  to  pro- 
vide this  type  of  instrument  in  volume.  Essentially,  it  is  a  device 
to  enable  the  mortgagor  to  borrow  additional  amounts  for  home 
improvement  on  his  existing  mortgage,  either  to  the  extent  of 
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the  initial  mortgage  before  amortization  or  to  some  other  fixed 
amount,  and  to  repay  the  additional  loan  over  the  remaining 
amortization  period.  Substantial  savings  either  in  interest  rates 
(as  contrasted  to  short-term  loans)  or  in  title  costs  (as  contrasted 
with  a  new  mortgage)  are  realized  from  the  open-end  mortgage. 
Lenders  find  it  helps  to  maintain  customer  loyalty  and  business. 
In  the  long  run  it  may  become  an  important  means  to  finance 
systematic  renewal  programs  for  large-scale  rehabilitation. 

Construction  Loans 

Construction  financing  is  often  as  great  a  problem  in  home 
building  as  mortgage  financing.  It  is  not  unusual  for  home  build- 
ers to  borrow  construction  money  on  short-term  loans  from 
commercial  banks  without  obtaining  commitments  for  perma- 
nent mortgage  financing.  This  is  an  obviously  hazardous  practice 
since  a  decline  in  the  market  for  houses  or  a  tightening  of  the 
mortgage  market  might  leave  the  builder  with  a  house  for  sale 
on  which  permanent  mortgage  financing  would  be  unavailable. 
To  avoid  this  possibility,  most  builders  try  to  obtain  a  perma- 
nent mortgage  commitment  to  finance  the  ultimate  sale  of  the 
house  in  advance  of  construction.  Then  they  get  a  short-term 
construction  loan  from  the  same  or  other  sources  and  repay  it 
with  the  proceeds  of  the  permanent  mortgage  when  the  house 
is  sold. 

Construction  loans  are  expensive  to  lenders  because  they  must 
supervise  the  construction  and  schedule  loan  payments  in  ac- 
cordance with  the  amount  of  work  put  into  place.  Most  lend- 
ers withhold  25  to  30  per  cent  of  the  construction  loan  until 
completion  of  the  building.  Builders  contend  that  this  practice 
requires  them  to  have  more  working  capital  than  they  think  is 
necessary  and  that  it  limits  the  volume  of  building  they  can  un- 
dertake. These  problems  are  intensified  when  the  construction 
lender  is  not  the  same  institution  as  the  ultimate  mortgage 
lender;  then  the  builder  has  to  pay  additional  interest  and  other 
charges  on  the  construction  loan,  sometimes  duplicating  charges 
on  the  ultimate  long-term  loan.  If  the  ultimate  lender  is  a  bank 
or  other  lender  who  also  engages  in  construction  lending,  the 
procedures  are  considerably  simplified.  FHA  and  VA  commit- 


1 72       HOUSING,    PEOPLE,    AND   CITIES 

ments  ordinarily  provide  simultaneous  security  for  a  construc- 
tion loan.  The  number  of  lenders  who  will  advance  money  dur- 
ing construction  for  a  mortgage  loan  is  increasing  steadily,  but 
there  remain  additional  possibilities  for  consolidating  construc- 
tion and  mortgage  loans  into  a  more  smoothly  working  and 
more  economical  process. 

Second  Mortgages 

Prior  to  the  development  of  the  FHA  and  VA  mortgage  loan 
systems,  second  mortgages  and  even  third  mortgages  were  not 
uncommon.  Since  first  mortgage  lenders  could  rarely  exceed  a 
mortgage  ratio  of  70  per  cent  by  charter  or  regulatory  limita- 
tions, any  home  buyer  desiring  to  purchase  a  house  and  lacking 
a  30  per  cent  down  payment  was  compelled  to  borrow  through 
a  second  mortgage  the  difference  between  his  equity  and  his  first 
mortgage.  Second  mortgages  may  be  risky  and  therefore  they 
are  typically  written  for  shorter  terms,  i  to  5  years,  and  at  sub- 
stantially higher  interest  rates,  6  to  10  per  cent,  than  first  mort- 
gage loans.  The  widespread  mortgage  foreclosures  early  in  the 
Depression  were  often  credited  to  the  prevalence  of  the  second 
and  third  mortgage. 

The  adoption  of  the  FHA  and  VA  systems  made  it  possible 
for  fiduciary  institutions  to  make  high  ratio  loans  of  90  or  100 
per  cent  and  virtually  eliminated  second  mortgage  financing  for 
many  years.  But  the  practice  revived  during  the  postwar  boom 
years,  when  there  were  intermittent  credit  shortages  and  the 
government-aided  sector  of  the  mortgage  market  fell  off  sharply. 
In  areas  where  government-aided  mortgages  are  not  readily 
available,  and  on  projects  which  are  too  high  priced,  too  poorly 
located,  or  too  poorly  built  to  obtain  FHA  insurance,  the  low 
ratios  of  conventional  mortgage  loans  still  create  temptations  for 
second  mortgage  borrowing. 

Savings  and  loan  associations,  as  a  result,  propose  the  establish- 
ment of  a  third  system  of  government  insurance  of  residential 
mortgage  loans  to  permit  them  to  make  higher  ratio  "conven- 
tional" loans.  The  proposal  has  been  strongly  criticized  on  the 
grounds  that  it  means  a  wholly  new  system  of  government  in- 
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surance  when  two  workable  systems  already  exist,  that  the  new 
system  would  advance  the  interests  of  one  class  of  mortgage 
lender  without  offering  comparable  advantages  to  others,  and 
that  it  would  provide  none  of  the  protections  on  interest  rate, 
construction  quality,  and  appraisals  that  are  already  a  part  of 
government  mortgage  guarantee  and  insurance  programs.  To 
the  extent  that  it  would  provide  insurance  of  low  standard  loans, 
the  proposal  can  be  fairly  criticized.  But  demands  for  a  new  type 
of  government  insurance  arise  in  some  degree  precisely  because 
small  lenders  are  unable  to  cope  with  the  elaborate  procedural 
requirements  of  existing  government-aid  programs.  Some  sim- 
plification of  these  requirements  might  ease  legitimate  demands 
for  new  types  of  insurance.  More  direct  means  to  prevent  wide- 
spread second  mortgage  lending  would  be  inconsistent  with  the 
freedom  of  choice  required  by  the  American  economy. 

Unlocking  New  Sources  of  Funds 

The  largest  and  newest  untapped  source  of  savings  for  mort- 
gage purposes  are  pension  funds,  which  are  estimated  to  have 
assets  amounting  to  over  $40  billion  and  growing  at  the  rate  of 
several  billion  dollars  each  year.  At  the  end  of  1958,  only  2  per 
cent  of  state  and  local  retirement  funds  and  only  3  per  cent  of 
corporate  pension  funds  were  invested  in  real  estate  mortgages. 
So  far  these  funds  have  been  deterred  from  doing  so  in  any  vol- 
ume because  of  institutional  conservatism  and  the  traditional  dif- 
ficulties of  engaging  in  mortgage  lending.  To  make  this  new 
source  of  savings  available  to  the  home-building  industry  will 
probably  require  a  number  of  changes  in  mortgage  practices 
and  perhaps  new  mortgage  instruments.  A  revival  of  the  mort- 
gage bond  device,  the  development  of  a  government-guaran- 
teed debenture  with  mortgage  backing,  or  the  opening  of  this 
market  by  mortgage  bankers,  would  serve  to  tap  this  vast  new 
source  of  potential  mortgage  funds. 

Another  approach  to  the  same  problem  is  authorization  of  the 
establishment  of  mortgage  investment  trusts  which  would  be 
free  of  corporate  income  tax  liability  and  would  be  able  to  pass 
on  their  full  income  to  the  owners  of  shares  in  or  debentures  of 
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such  trusts.  They  would  serve  to  attract  funds  into  mortgage- 
lending  and  real  property  which  otherwise  would  be  invested  in 
other  corporate  stocks  and  bonds. 

The  establishment  of  mortgage  corporations  under  Federal  su- 
pervision was  authorized  in  the  National  Housing  Act  of  1934  to 
provide  a  similar  type  of  investment.  The  legislation  was  im- 
plemented only  to  the  extent  of  chartering  the  Federal  National 
Mortgage  Association — at  that  time  a  wholly  government-owned 
corporation.  If  housing  is  to  compete  with  other  investment  out- 
lets for  the  savings  of  individuals  and  other  classes  of  investors, 
an  instrumentality  must  be  developed  which  will  permit  the 
purchase  and  sale  of  some  form  of  certificate  or  share  on  a  basis 
that  is  comparable  in  security,  marketability,  and  yield  to  other 
debt  or  equity  instrumentalities.  Presumably  the  mortgage  cor- 
poration is  the  device  through  which  funds  of  this  type  might 
be  attracted  to  residential  financing  while  preserving  some  of  the 
liquidity  features  presented  by  the  stock  and  bond  markets. 
Federal  supervision  and  chartering  of  mortgage  corporations  is 
probably  necessary  if  investors  are  to  be  assured  that  the  past 
speculative  history  of  this  type  of  institution  will  not  be  re- 
peated. 

A  third  avenue  for  exploration  is  suggested  by  the  analogy  of 
credit  companies  which  provide  loan  funds  for  automobiles  and 
other  consumer  durable  goods  purchases.  Although  credit  com- 
panies account  for  a  significant  proportion  of  FHA-insured  Title 
I  home  improvement  loans,  the  arrangements  under  which  they 
operate  are  subject  to  several  criticisms.  First,  loans  are  based 
upon  the  credit  rating  of  the  individual  borrower  or  cosigner 
without  adequate  recognition  of  the  security  of  the  improvement 
involved.  Second,  they  are  often  a  vehicle  for  irresponsible  mer- 
chants to  misrepresent  the  value,  cost,  or  terms  of  the  transac- 
tion or  to  engage  in  fraudulent  selling  practices.  Finally,  credit 
companies  appear  unable  to  provide  financing  for  comprehensive 
residential  modernization  where  the  effort  involves  not  merely 
the  sale  of  a  single  consumer  durable  good  and  its  installation  but 
also  the  systematic  modernization  of  the  building  itself.  Existing 
arrangements,  for  example,  permit  the  installation  of  aluminum 
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storm  windows  but  leave  the  stairs  in  a  dilapidated  condition  and 
the  heating  and  plumbing  facilities  inadequate. 

Instead,  such  loans  should  be  available  for  the  systematic  re- 
habilitation of  structures  throughout  a  neighborhood.  To  be 
sound,  they  will  require  judgment  about  the  economic  feasibil- 
ity of  the  modernization  and  some  assurance  that  all  or  most  of 
the  structures  in  the  area  will  be  rehabilitated  so  as  to  upgrade 
the  whole  neighborhood.  Existing  short-term,  note-lending  de- 
vices are  not  equipped  to  make  an  appraisal  of  the  property  risk 
as  opposed  to  the  individual  risk.  They  are  based  on  interest  rates, 
repayment  periods,  and  loan  service  costs  which  permit  the  ad- 
vance of  credit  with  little  review  of  the  credit  risks  of  the  indi- 
vidual and  none  of  the  property  involved  in  the  loan.  The  inter- 
est rates  are  high  on  short-term  notes,  averaging  9  per  cent  a 
year  on  declining  balances.  The  administrative  costs  are  low,  on 
the  presumption  that  the  individual  credit  is  the  only  criterion 
involved  and  repayment  periods  are  necessarily  short. 

New  York  State  has  sought  to  meet  some  of  these  problems  by 
the  establishment  of  the  state-chartered  New  York  Mortgage  Fa- 
cilities Corporation.  A  number  of  lending  institutions  subscribed 
the  required  capital  to  underwrite  a  substantial  volume  of  home 
improvement  and  other  loans  in  an  effort  to  meet  the  needs  of 
urban  renewal.  If  this  experience  proves  successful,  it  may  be  a 
prototype  for  credit  corporations  organized  on  a  community 
basis  to  provide  the  short-  and  long-term  credit  needed  for  com- 
prehensive urban  renewal  activities.  Private  lending  institutions 
can  serve  this  same  purpose  in  local  areas  only  if  they  acquire 
lending  officers  familiar  with  urban  renewal  procedures  and 
processes  and  if  they  are  able  to  make  an  area  commitment  in 
support  of  an  urban  renewal  program. 

Another  possibility,  subject  to  some  administrative  complica- 
tions it  is  true,  would  be  the  development  of  FHA-insured  Title 
I  local  area  programs  under  which  package  loans  and  notes 
would  be  allowed  for  individual  structures  where  the  improve- 
ments involved  corresponded  with  those  proposed  by  the  re- 
newal program.  Charles  Haar,  in  Federal  Credit  and  Private 
Housing,  has  suggested  that  the  FHA  home  modernization  pro- 
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gram  might  be  administered  on  an  area  basis  so  that  with  the 
adoption  of  a  renewal  plan  for  a  neighborhood  FHA  insurance 
would  be  readily  available  to  borrowers  and  lenders  in  the  area. 

Reorganizing  Our  Systems  of  Mortgage 
Lending  Institutions 

The  distribution  and  the  relative  importance  of  each  class  of 
lender  in  the  mortgage  market — mutual  savings  banks,  savings 
and  loan  institutions,  mortgage  banking  corporations,  life  in- 
surance companies,  and  commercial  banks — vary  widely  from 
region  to  region.  It  is  not  unreasonable  to  ask  whether  these 
lending  arrangements,  derived  in  considerable  degree  from  the 
nineteenth  and  early  twentieth  centuries,  are  appropriate  and 
adequate  for  the  expanding  economy  of  the  United  States.  Sav- 
ings and  loan  associations  in  particular  labor  under  a  number  of 
handicaps.  They  are  small,  restricted  as  to  withdrawals  and  types 
of  investment,  and  lack  the  prestige  and  flexibility  of  mutual  sav- 
ings banks.  It  is  noteworthy  that  the  effect  of  Federal  charter- 
ing and  supervision  has  been  to  enlarge  their  average  size  and  to 
provide  them  with  a  professional  level  of  management  so  that 
they  have  become  comparable  to  savings  banks  in  some  respects, 
although  they  do  not  have  some  of  the  supervisory  and  charter 
restraints  which  are  required  for  the  latter.  Meantime,  the  sav- 
ings banks,  which  have  been  the  backbone  of  mortgage  lending 
and  saving  in  the  Northeastern  part  of  the  United  States  and 
which  have  an  enviable  reputation  as  savings  institutions,  have 
been  reviewing  the  possibilities  for  geographic  expansion  and 
have  taken  cognizance  of  the  need  for  a  savings  bank  type  of  in- 
stitution in  other  parts  of  the  country.  A  committee  of  the  New 
York  Association  of  Savings  Banks  has  recommended  the  devel- 
opment of  legislation  looking  toward  the  Federal  chartering  of 
savings  banks  so  that  they  can  expand  their  services  on  a  na- 
tional basis. 

Trends  like  these  suggest  the  timeliness  of  an  investiga- 
tion of  the  adequacy  of  savings  institutions  and  mortgage- 
lending  institutions.  A  reorganization  of  our  national  system  of 
savings  and  loan  institutions  might  well  allow  them  to  perform 
the  functions  of  savings  banks.  At  the  same  time,  a  national  char- 
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tering  of  savings  banks  might  bring  to  other  areas  of  the  country 
some  of  the  advantages  of  institutional  responsibility,  deposit 
safety,  liquidity  and  ability  to  attract  savings,  offered  in  the 
Northeast  by  the  mutual  savings  bank  system.  Both  are  local  sav- 
ings institutions  which  place  their  funds  primarily  in  local  in- 
vestment outlets.  Relatively  minor  changes  in  their  charters, 
financial  policies,  deposit  insurance  and  investment  practices 
might  result  in  the  kind  of  nation-wide  system  of  savings  and 
mortgage-lending  institutions  that  the  housing  industry  requires 
if  it  is  to  meet  the  demands  for  new  and  rehabilitated  houses  and 
apartments. 


Chapter  11 

REHABILITATING  THE 
HOUSING  STOCK 


Conserving  and  improving  the  salvageable  housing  stock  to 
assure  its  maximum  usefulness  is  an  essential  adjunct  to  the  en- 
larged production  of  new  dwellings,  and  systematic  demolition 
or  removal  of  obsolete  buildings.  It  might  be  expected  that  re- 
habilitated older  houses  at  appropriately  depreciated  prices  would 
meet  the  needs  of  most  families  who  cannot  afford  new  sale  or 
rental  dwellings  at  acceptable  quality  levels. 

But  to  date,  most  successful  rehabilitation  has  been  designed  for 
the  high-income  market:  a  product  of  good  location  and  a  reviv- 
ing demand  for  central-city  residences.  Rehabilitation  for  this 
prestige  market  has  been  able  to  overcome  financing  difficulties 
because  of  its  inherent  profitability.  Rehabilitation  for  the  mid- 
dle-income market  has  been  sporadic  and  dependent  upon  for- 
tuitous market  conditions.  Specially  favorable  terms  for  FHA 
loans,  authorized  by  the  Housing  Act  of  1954,  have  failed  to 
generate  any  large  volume  of  business.  The  cooperation  and  sup- 
port of  local  public  agencies,  required  for  general  success,  have 
often  been  lacking. 

Rehabilitation  for  low-income  families  has  rarely  been  suc- 
cessful. In  a  few  cases,  sharply  rising  incomes  have  permitted 
code  enforcement  campaigns  which  have  provided  substantial 
improvements  in  housing  quality  without  hardship.  In  other  cases 
rehabilitation  has  merely  raised  costs  beyond  the  means  of  occu- 
pants, resulting  in  displacement.  If  accelerated  filtration  could 
produce  lower  property  acquisition  costs,  such  rehabilitation 
might  become  more  widely  feasible.  Financing  and  community 
178 
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facility  programs  would  be  required  to  backstop  code  enforce- 
ment. 

Reorganized  code  enforcement,  reinforced  by  planned  com- 
munity improvements  and  spot  demolition,  offers  the  promise 
of  substantial  improvements  in  housing  quality.  Broad  public 
and  private  programs  are  necessary  to  encourage  better  mainte- 
nance and  rehabilitation  at  standards  far  above  those  enforceable 
under  the  police  power.  Widespread  rehabilitation  and  conserva- 
tion will  require  the  development  of  new  types  of  firms  special- 
izing in  this  type  of  business  and  with  sufficient  financial  re- 
sources. 


The  existing  stock  of  housing  in  American  communities  repre- 
sents an  investment  whose  protection  and  enhancement  is  a  cen- 
tral concern  of  the  owner,  the  mortgagor,  the  community,  the 
government,  and  the  housing  industry.  "From  its  bearing  on  the 
general  welfare,  in  terms  of  the  health,  safety,  comfort,  and  hap- 
piness of  the  people,"  Miles  Colean  points  out  in  Residential  Reha- 
bilitation: Private  Profits  and  Public  Purposes,  "its  meaning  is  not 
surpassed  by  any  of  our  other  assets.  In  terms  of  the  business  gen- 
erated through  real  estate  and  financing  transactions  and  property 
repair  and  improvement,  its  importance  is  hardly  less.  It  provides 
a  large  source  of  local  tax  revenue.  It  is  at  once  the  glory  and  the 
despair  of  our  cities." 

The  postwar  years  have  demonstrated  the  remarkable 
elasticity  in  our  stock  of  housing.  Under  conditions  of  high  de- 
mand it  has  accommodated  several  million  more  families  than 
new  construction  could  have  provided.  As  demand  shifts  from 
larger  to  smaller  units,  or  vice  versa,  the  stock  changes  to  meet 
new  requirements.  Much  of  this  change  results  from  rehabilitation 
of  existing  dwellings,  the  repairs,  alterations,  modernizations,  and 
equipment  replacements  that  are  essential  to  adapt  a  relatively 
fixed  supply  of  structures  to  the  changing  needs  of  our  popula- 
tion. 

In  1960,  property-owners  spent  more  than  $13  billion  on  main- 
tenance, remodeling,  and  repairs  to  all  kinds  of  housing.  Rehabilita- 
tion of  owner-occupied  single-family  houses  which  accounted  for 
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about  $8  billion  of  this  total  has  been  primarily  the  result  of  the 
individual  homeowner's  desire  to  improve  the  appearance  and 
livability  of  his  own  dwelling.  About  3  of  every  10  dollars  spent 
by  owner-occupants  were  for  "do-it-yourself"  improvements. 

Two  principal  questions  underlie  any  discussion  of  rehabilita- 
tion. First,  is  it  an  essential  activity  in  the  improvement  of 
American  communities?  Second,  is  it,  or  can  it  be,  an  economic 
operation  for  those  who  invest  in  it?  Because  an  affirmative  an- 
swer to  the  first  question  does  not  insure  a  favorable  response  to 
the  second,  the  corollary  question  arises  of  whether  public  policy 
should  provide  incentives  to  private  rehabilitation  and,  if  so,  what 
form  the  incentives  should  take. 

As  Miles  Colean  observes: 

In  a  market  economy,  the  test  of  feasibility  is  profitability.  If  we 
find  that  the  tasks  of  maintaining  and  improving  the  existing  housing 
supply  and  of  adapting  it  to  altered  environmental  conditions  can 
make  for  good  business  and  satisfactory  investment,  then  we  may 
point  the  way  both  to  an  important  economic  opportunity  and  to  a 
means  for  reducing  governmental  burdens.  Or,  if  we  find  that  the 
business  opportunities  are  unexploited,  then  we  may  seek  the  reasons, 
and  undertake  to  suggest  remedies.  Out  of  this  exploration,  we  may 
in  the  end  hope  to  find  a  rational  basis  for  public  policies  aimed  on  the 
one  hand  at  improving  the  economic  potentials  of  rehabilitation  and 
on  the  other  at  defining  the  areas  in  which  the  community  may  de- 
termine that  private  effort  must  be  supplemented  by  public  action. 

More  often  than  not  the  rehabilitation  process  is  looked  at 
almost  wholly  from  the  point  of  view  of  supply.  How  many 
units  are  there  that  require  rehabilitation?  What  is  their  condi- 
tion? How  much  will  they  cost  to  rehabilitate?  These  are  sig- 
nificant questions  and  accurate  answers  to  them  are  essential.  But 
merely  answering  them  does  little  to  widen  the  scope  of 
rehabilitation  operations  or  to  assure  the  individual  investor  in 
rehabilitation  that  his  activities  will  bring  him  a  proper  level  of 
economic  return.  However,  in  a  private  economy  such  as  ours, 
the  key  to  successful  production  is  effective  demand.  Who  wants 
what?  When  will  he  want  it?  Where  will  he  want  it?  How  much 
will  he  pay  for  it? 

Since  the  end  of  World  War  II,  rehabilitation  has  emerged  as  a 
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recognizable  form  of  business  activity  which  is  engaged  in  by 
two  general  classes  of  private  entrepreneurs:  contract  re- 
modelers  and  operative  remodelers.  The  contract  remodeler,  act- 
ing on  an  owner's  orders,  arranges  for  the  repairs  or  remodeling 
the  owner  decides  to  undertake.  He  usually  subcontracts  part  of 
the  work — the  wiring,  say,  or  the  plumbing — but  he  supervises 
the  entire  job  and  submits  to  the  owner  a  single  bill  for  his 
"home  modernizing  service." 

After  a  bad  start  at  the  end  of  World  War  II,  when  contract 
remodeling  was  widely  typified  by  the  sharp  practices  of  firms 
which  sell  elaborate  construction  jobs  at  excessive  prices  to  un- 
wary homeowners,  the  business  has  developed  into  an  important 
and  more  reputable  service  to  homeowners,  particularly  to  those 
in  the  middle-income  range.  After  careful  consultation  with  an 
owner  about  what  he  wants  and  can  afford,  the  contract  re- 
modeler  handles  the  entire  job  and,  in  addition,  often  helps  the 
owner  obtain  the  loan  to  pay  for  it. 

Most  contract  remodelers  work  on  a  cost-plus  contract. 
Their  success  lies  in  aggressive  selling  techniques,  a  sense  of 
popular  taste,  precise  cost  estimating,  and  broad  contacts  with  re- 
liable financing  institutions  many  of  which  are  savings  and  loan 
associations.  On  the  whole,  theirs  is  basically  a  risk-free  opera- 
tion. Unlike  operative  remodelers,  contract  remodelers  do  not 
have  to  invest  their  own  funds  in  the  properties  they  rehabili- 
tate. Homeowners  make  the  investment  instead,  financing  the 
cost  of  the  improvements  by  personal  loans,  open-end  or  new 
mortgages,  or  FHA  Title  I  loans. 

Contract  work  for  residential  rehabilitation  has  increased  from 
about  $i  billion  in  1950  to  $6  billion  in  1960.  By  early  1961,  the 
country's  biggest  rehabilitator  had  an  annual  gross  of  over  $4 
million. 

The  operative  remodeler  is  often,  but  not  always,  a  person 
with  experience  in  real  estate  or  home  building.  He  buys  prop- 
erty, repairs  or  remodels  it,  and  then  sells  it.  Some  rehabilitators 
retain  the  properties  they  remodel  as  income-producing  invest- 
ments on  a  rental  basis. 

A  realistic  estimate  of  the  potentialities  of  investment  in  re- 
habilitation requires  a  searching  look  at  its  submarkets.  The  New 
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York  Temporary  State  Housing  Rent  Commission  published  in 
1960  an  investigation  of  the  prospects  for  rehabilitating  various 
kinds  of  properties  in  Morningside  Heights,  a  fifty-year-old  neigh- 
borhood of  New  York  City  ("Prospects  for  Rehabilitation," 
directed  by  Morton  J.  Schussheim).  Converting  thirty-four  room- 
ing houses  into  less  crowded  use  was  considered  a  prerequisite  to 
area-wide  rehabilitation,  but  no  other  changes  were  anticipated 
in  community  facilities,  land  use,  or  other  features  of  the  environ- 
ment. The  study  is  predominantly  a  market  analysis  of  the  costs 
of  bringing  fireproof  elevator  buildings,  nonfireproof  elevator 
buildings,  and  walk-up  buildings  to  various  levels  of  rehabilita- 
tion, under  different  financing  schemes,  and  under  the  same  or 
new  owners.  In  almost  no  situation  was  it  practical  for  rehabilita- 
tion to  be  undertaken  under  conventional  loans.  With  state  loans 
at  3l/2  per  cent  interest  rates,  or  FHA  loans  under  Section  220  of 
the  Housing  Act  of  1954,  rehabilitation  or  modernization  was 
feasible  for  a  large  majority  of  the  buildings,  although  in  many 
cases  modernization  would  cause  rent  increases  that  would  be 
burdensome  to  the  tenants. 

In  Residential  Rehabilitation,  a  book  in  this  series,  William  W. 
Nash  concentrates  on  three  rehabilitation  submarkets:  the  upper- 
income  market  represented  by  families  with  incomes  in  excess  of 
$7,500;  the  middle-income  market  represented  by  families  with 
incomes  between  $3,500  and  $7,500;  and  the  low-income 
market  represented  by  families  with  incomes  below  $3,500. 
Admittedly,  these  are  gross  distinctions.  Between  the  first  two 
categories  in  particular,  effective  demand  shifts  back  and  forth, 
with  a  whole  range  of  individual  factors,  some  tangible  like 
family  size,  others  intangible  like  social  status.  Moreover,  demand 
for  rehabilitated  dwellings  in  these  submarkets  is  more  heavily 
influenced  by  the  location  of  the  units  than  is  the  case  with  existing 
housing  which  has  not  yet  reached  the  point  of  requiring  reha- 
bilitation. 

Prestige  Rehabilitation 

The  phrase  "prestige  rehabilitation"  describes  the  kind  of  re- 
habilitation that  has  the  greatest  appeal  to  persons  of  high  in- 
come and  that  is  frankly  geared  to  their  ability  to  pay  a  pre- 
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mium  for  convenient  location  and  social  distinction.  With  few 
exceptions,  one  of  which  is  described  below,  prestige  rehabilita- 
tion takes  place  in  or  near  the  areas  of  a  city  which  once  housed 
the  well-to-do.  The  character  of  the  population  will  have 
changed,  property  values  will  have  declined,  and  individual 
structures  will  have  deteriorated  or  become  obsolete  by  modern 
standards  of  design  and  equipment.  Yet  the  area  will  have  cer- 
tain intrinsic  values  that  make  it  particularly  attractive  to  many 
business  and  professional  people. 

A  strong  attraction  is  architectural  style.  In  one  city  it  may  be 
of  the  Federal  period,  in  another  it  may  be  fully  adorned  Vic- 
torian. Another  attraction  is  proximity  to  cultural  and  entertain- 
ment facilities  and  to  the  important  business  and  financial  com- 
plex of  the  city.  The  longer  the  commuting  distance  is  between 
the  downtown  area  of  the  city  and  the  upper-income  suburbs 
outside  the  city,  the  more  likely  it  is  that  an  in-town  prestige 
area  can  maintain  a  steady  market  for  its  rehabilitated  dwellings. 

Rehabilitators  who  enter  the  prestige  market  look  first,  then, 
for  areas  which  combine  historic  associations  with  locational  con- 
venience. Although  they  must  create  a  microcosmic  environ- 
ment by  isolating  their  developments  from  the  blighting  in- 
fluences which  usually  surround  them,  they  can  do  so  practically 
on  a  house-by-house  basis.  This  is  particularly  true  if  the  lot  per- 
mits an  enclosed  garden  and  if  access  to  the  block  is  through  a 
generally  safe  and  attractive  corridor. 

Rehabilitation  for  the  prestige  market  is  exacting  in  its  design 
requirements.  Small  units  typical  in  this  kind  of  rehabilitation 
require  good  open  planning:  glass  doors  opening  on  exterior 
patios,  staircases  that  "float,"  and  low  room  dividers  that  take 
the  place  of  walls  between  living,  dining,  and  cooking  spaces. 
Air  conditioning,  in  climates  where  the  summer  weather  is  hot 
or  humid,  fireplaces  regardless  of  climate,  and  built-in  book- 
cases enhance  the  marketability  of  rehabilitated  structures,  as 
do  good  quality  kitchen  and  bathroom  equipment  and  enough 
outdoor  space  for  entertaining  or  gardening. 

Georgetown  in  Washington,  D.C.,  the  Beacon  Hill  area  in 
Boston,  and  the  Rittenhouse  and  Fitler  Square  areas  in  Philadel- 
phia are  among  the  oldest  and  best-known  examples  of  success- 
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ful  rehabilitation  for  the  upper-income  market.  In  each  case,  in- 
vestment in  rehabilitation  enlarged  the  community's  supply  of 
housing,  and  produced  excellent  financial  returns  to  the  entre- 
preneurs who  were  involved.  Differing  markedly  in  size  and  ap- 
pearance, these  three  areas  shared  the  same  advantages  of  a  con- 
sistent and  generally  felicitous  architectural  style  and  a  lingering 
air  of  gentility.  There  were  a  few  other  parts  of  Boston  and  Phil- 
adelphia whose  high  status  attributes  matched  those  of  the  Beacon 
Hill  and  the  Rittenhouse  and  Fitler  Square  areas,  but  in  Wash- 
ington there  was  only  one — Georgetown.  This  fact  makes  the 
successful  rehabilitation  of  a  large  part  of  Foggy  Bottom  a  re- 
markable example  of  entrepreneurial  skill. 

Even  in  its  best  period,  Foggy  Bottom  was  not  a  fashionable 
part  of  Washington.  Some  of  its  residences  were  not  dissimilar  in 
size  and  style  to  many  in  Georgetown,  but  they  were  more 
cheaply  constructed  and  lacked  fine  details  of  design  and  many 
were  little  more  than  hovels  crammed  along  both  sides  of  an 
alley.  But  what  is  important  is  that  the  houses  could  be  restored 
to  look  like  Georgetown  houses,  and  that  they  were  close  to  the 
fast-growing  nexus  of  State  Department  buildings  and  within 
walking  distance  of  downtown  Washington.  Georgetown  had 
long  since  been  unable  to  accommodate  all  the  upper-income 
people  who  wanted  to  live  there;  and  if  Foggy  Bottom  could  be 
made  to  approximate  the  Georgetown  look,  rehabilitators  be- 
lieved they  could  tap  the  unfilled  demand.  In  the  years  since 
World  War  II,  they  have  been  remarkably  successful  in  doing 
so.  Snow's  Court  and  Hughes  Court  are  successful  examples  of 
rehabilitation  in  Foggy  Bottom. 

The  rehabilitation  of  Snow's  Court  started  in  1953,  of  Hughes 
Court  in  1954.  The  first  was  undertaken  by  amateurs,  the  second 
by  professionals.  This  fact  illustrates  Nash's  point  that  trained 
real  estate  operators  usually  get  into  prestige  rehabilitation  only 
after  individual  homeowners  or  inexperienced  investors  have  led 
the  way.  The  reasons  are  that  the  commercial  operator  is  more 
cautious  about  risking  his  capital  in  an  untried  venture  than  the 
enthusiastic  nonprofessional,  and  that  mortgage  money  for  re- 
habilitation is  hard  to  come  by  until  the  tone  and  stability  of  an 
area  are  fairly  well  set. 
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The  sixteen  houses  in  Snow's  Court  were  rehabilitated  in  two 
stages.  The  nine  in  the  second  group  cost  $27,000  to  acquire  and 
$80,050  to  remodel;  they  sold  for  $135,000.  The  owner's  $28,000 
profit  on  the  nine  houses  was  26.2  per  cent  of  the  sale  price. 

Financing  was  the  biggest  problem  in  the  rehabilitation  of 
Snow's  Court.  The  owners  needed  $30,000  in  cash  to  carry  out 
the  two-step  project.  They  raised  enough  money  for  the  initial 
purchase  of  seven  houses  and  the  contractor's  first  bill  by  assum- 
ing the  existing  mortgages  on  the  properties,  by  borrowing 
from  friends  and  relatives,  and  by  putting  up  life  insurance 
policies  as  collateral  for  a  loan  from  a  Georgetown  savings  and 
loan  association.  The  contractor  waited  for  his  last  payment  until 
all  the  completed  houses  were  sold,  but  the  owners  had  to  meet 
the  second  and  third  installments  of  his  bill  by  selling  two  of  the 
houses  at  cost  before  they  were  completed.  After  the  project 
was  finished,  the  owners  were  able  to  get  small  first  mortgages 
for  their  buyers,  provided  they  cosigned  them.  The  mortgages 
ran  to  about  $7,500  at  5  per  cent  for  fifteen  years.  The  second 
mortgages,  amounting  to  the  difference  between  an  average 
equity  of  $3,500  and  the  amount  of  the  first  mortgage  and 
carrying  terms  of  eight  years  at  5 1/2  per  cent,  the  owners  had  to 
take  back  themselves.  This  meant  that  most  of  their  profit  lay 
in  the  future.  More  important,  it  also  meant  that  their  capital  was 
so  tied  up  they  could  not  undertake  any  further  rehabilitation 
unless  they  were  willing  to  sell  the  second  mortgages  at  discounts 
of  5  per  cent  or  more. 

The  five  houses  in  Hughes  Court  were  only  12.5  feet  wide.  A 
real  estate  corporation  bought  them  for  $4,000  each,  spent  $9,000 
per  unit  on  remodeling,  and  sold  them  for  $16,500.  The  $3,500 
profit  was  21  per  cent  of  the  sale  price.  The  three  members  of 
the  corporation  used  their  own  funds  to  finance  the  entire  opera- 
tion. 

The  most  difficult  obstacles  apart  from  financing  that  both  the 
"amateurs"  and  the  "professionals"  had  to  contend  with  were 
governmental  ones:  The  District  of  Columbia  provided  no  new 
public  improvements  for  Foggy  Bottom,  not  even  street  repairs. 
The  residential  character  of  the  area  was  frequently  in  doubt 
when  efforts  were  made  by  other  interests  to  have  the  zoning 
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changed.  Finally,  there  was  indecision  among  official  agencies 
as  to  whether  the  Bottom  should  be  declared  an  official  urban 
renewal  area. 

Nonetheless,  substantial  sections  of  Foggy  Bottom  now  stand, 
tastefully  and  profitably  rehabilitated,  against  the  backdrop  of 
the  Lincoln  Memorial,  the  State  Department  buildings,  and  the 
Potomac  River.  The  persons  who  bought  and  are  still  buying 
the  houses  reportedly  are  unconcerned  by  the  fact  that  their 
property  lies,  to  some  extent,  in  the  right-of-way  of  the  Dis- 
trict's proposed  inner-belt  expressway.  The  demand  in  Foggy 
Bottom  for  Georgetown  style  living  is  effective  enough  to  over- 
ride situations  that  would  spell  disaster  to  private  investors  in 
other  areas. 

With  rare  exceptions,  it  should  be  noted  that  prestige  rehabili- 
tation areas  cannot  be  "created"  by  business  initiative.  The  areas 
which  will  attract  higher-income  families  are  more  likely  to  be 
"found."  Their  unique  flavor  first  attracts  artists,  writers,  and 
other  nonconformists  who  are  looking  for  cheap,  but  interesting, 
housing  which  they  can  improve  by  their  own  efforts.  The  more 
prosperous  and  socially  conventional  families  come  later.  After 
the  comeback  of  an  area  is  under  way,  vigorous  initiative  by 
investors  may  speed  its  recovery.  Broader-scale  community  ef- 
forts may  yet  achieve  the  same  effect,  though  this  remains  to  be 
proved. 

Middle-Income  Rehabilitation 

Some  of  the  best  opportunities  for  the  rehabilitation  of  hous- 
ing for  middle-income  groups  are  to  be  found  in  the  fringe  de- 
velopment of  a  generation  or  more  ago.  Here  the  houses  and  apart- 
ments are  larger  than  those  closer  to  the  downtown  district 
and  are  rarely  in  as  dilapidated  a  condition.  Indeed,  their  loss  of 
value  is  more  often  attributable  to  obsolescence  and  poor  per- 
sonal and  municipal  housekeeping  than  to  serious  structural  de- 
fects or  the  intrusion  into  the  neighborhood  of  deleterious 
commercial  uses. 

Many  of  the  families  that  comprise  the  market  for  middle- 
income  rehabilitation  already  own  their  homes  in  these  areas, 
but  as  a  rule  the  houses  are  deficient  or  obsolete  on  a  number  of 
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counts.  If  owners  can  obtain  the  necessary  financing,  they  fre- 
quently are  eager  to  bring  their  properties  up  to  a  higher  level  of 
maintenance,  to  rearrange  interior  space,  and  to  install  modern 
equipment.  As  they  do  the  job  themselves  or  turn  to  contract 
remodelers  to  do  it  for  them,  their  expenditures  make  up  the 
largest  dollar  volume  of  all  rehabilitation. 

Another  group  in  the  market  for  middle-income  rehabilitation 
is  found  among  the  families  that  live  in  apartments  near  the  cen- 
ter of  the  city.  After  the  birth  of  the  first  or  second  child  the 
family  needs  more  space  and  often  will  try  to  find  it  in  an  older, 
large  house  in  a  reasonably  stable  neighborhood  provided 
that  the  house  is  well  kept  up,  modern  in  its  equipment,  and  avail- 
able at  a  sales  price  or  rent  that  is  less  than  the  going  rate  k 
the  suburbs  for  comparable  space.  Many  operative  remodelers 
find  this  market  a  more  sustained  one  for  their  investment  than 
the  prestige  market. 

Like  the  rehabilitator  of  properties  for  upper-income  oc- 
cupancy, the  operative  remodeler  in  the  middle-income  neigh- 
borhood has  to  be  concerned  with  the  level  of  amenities  the 
neighborhood  offers.  Good  community  facilities  and  services  are 
important.  Unless  they  are  available,  rehabilitated  units  will  not 
move  in  the  market  even  if  the  vacancy  ratio  in  the  city  is 
low.  Financing  terms  for  new  single-family  houses  in  the  suburbs 
are  too  favorable  for  rehabilitated  houses  to  be  competitive  un- 
less potential  customers  can  adjust  their  demands  for  space  and 
modernity  and  a  quick  journey  to  work  with  their  demands 
for  a  good  environment  for  children.  It  is  not  surprising  that 
operative  remodelers  in  declining  middle-income  neighbor- 
hoods are  usually  strong  proponents  of  civic  improvement  pro- 
grams. 

Operative  remodelers  in  middle-income  neighborhoods  deal 
in  three  kinds  of  properties:  obsolescent  single-family  houses 
which  can  be  modernized  to  sell  for  single-family  use;  larger 
and  often  deteriorated  single-family  houses  which  can  be  con- 
verted into  several  units,  one  of  which  will  be  occupied  by  the 
new  owner;  and  old-fashioned  apartment  houses  which  can  be 
turned  into  modern  apartments. 

The  first  objective  is  to  remove  mechanical  obsolescence.  New 
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wiring  and  an  efficient  heating  system  are  installed  along  with 
modern  equipment  for  the  bathroom  and  kitchen.  The  design  of 
the  structure  is  not  modified  unless  there  is  strong  evidence  that 
the  potential  market  will  stand  the  additional  investment.  What 
usually  happens  is  that  gimcrack  trim  is  stripped  off,  a  porch 
that  darkens  the  adjoining  interior  space  is  removed,  a  non-load- 
bearing  interior  wall  is  taken  out  to  increase  the  size  of  a  room, 
built-in  closets  are  added. 

Remodeling  of  apartment  houses  proceeds  along  much  the 
same  pattern:  essential  repairs,  new  equipment,  and  plenty  of 
paint.  Often,  however,  elevators  must  be  installed  or  replaced, 
and  if  the  individual  units  are  to  be  converted  into  smaller  ones, 
major  structural  changes  are  required.  The  remodeler  of  apart- 
ment houses  is  more  likely  than  the  remodeler  of  single-family 
dwellings  to  rely  heavily  on  the  services  of  an  architect  or  an 
experienced  contractor. 

The  two  immutable  laws  for  profitable  rehabilitation  in  the 
middle-income  market  are:  never  make  a  repair  unless  it  adds 
value  to  the  structure  and  never  style  the  product  above  the 
normal  consumption  pattern  of  the  prospective  buyer  or  renter. 
The  prestige  rehabilitator,  too,  is  usually  careful  not  to  make 
unessential  repairs,  but  like  the  builder  of  new  houses  he  can 
afford  to  lead  his  market  with  more  imaginative  design  when  the 
effective  demand  is  high.  But  the  investor  who  operates  in  the 
middle-income  field  must  scale  his  product  with  infinite  care. 
His  customers  are  the  average  families  for  whom  most  advertise- 
ments, Sunday  supplements,  and  television  programs  are  pro- 
duced. They  are  heavily  in  the  market  for  new  equipment,  more 
clothing,  and  even  a  second  automobile,  but  they  are  in 
the  market  for  more  housing  only  when  it  gives  them  a  favor- 
able balance  between  convenient  location  and  adequate  space, 
modern  equipment  and  easy  financing. 

One  of  the  most  successful  examples  of  rehabilitation  of  hous- 
ing in  the  "gray"  areas  is  in  Boston,  where  since  the  mid- 19205  a 
private  entrepreneur  has  specialized  in  remodeling  and  selling 
houses  for  two-  and  three-family  occupancy.  Homes,  Inc.,  op- 
erates on  the  belief  that  multi-family  homeownership  of  this 
kind  is  the  most  sensible  solution  for  lower-middle-income  fam- 
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ilies,  particularly  in  the  age  group  between  26  years  and  36 
years.  A  two-  or  three-family  house  gives  the  owner  his  own 
dwelling  and  provides  extra  income  to  pay  off  the  mortgage 
faster  than  would  be  the  case  with  a  single-family  house. 

Homes,  Inc.,  sells  its  mortgages  to  Boston  banks  and  savings 
and  loan  institutions,  and  gives  the  owner  a  low-interest  second 
mortgage  or  a  direct  loan  before  letting  him  default  on  a  single 
payment.  Because  the  company  redecorates  only  the  owner's 
apartment,  it  makes  a  point  of  providing  the  services  of  one  of 
its  own  staff  to  advise  the  buyer  on  finishing  the  job  and  sells 
him  materials  at  cost  or  less.  Moreover,  the  company  some- 
times provides  the  same  service  to  adjoining  homeowners  in  the 
belief  that  the  more  the  neighborhood  can  be  improved  the 
higher  will  be  the  value  of  the  remaining  properties  it  holds  in 
the  area. 

Unlike  many  rehabilitators,  Homes,  Inc.,  rarely  expects  to  make 
more  than  about  3  per  cent  on  its  operation.  This  means  that  the 
volume  of  business  must  be  large  and  the  turnover  rapid.  Some- 
times the  company  buys  as  many  as  seventy-five  houses  at  a 
time.  Like  other  successful  rehabilitators,  it  keeps  a  full-time 
crew  on  the  payroll,  but  subcontracts  about  half  its  work. 

One  of  the  company's  typical  projects  is  in  the  Dorchester 
section  of  Boston.  Eight  3 -family  houses  were  bought  for  $75,- 
ooo  from  an  estate  and  twelve  adjacent  houses  from  separate 
owners.  The  total  purchase  price  was  $201,000.  Between  $2,000 
and  $3,000  went  into  the  repair  of  each  of  the  twenty  houses, 
which  then  were  sold  for  less  than  $14,000. 

Both  contract  remodelers  and  operative  remodelers  can  make 
significant  contributions  to  the  improvement  of  middle-income 
housing.  And,  to  the  extent  that  their  operations  deter  the  loss  of 
units  from  the  market  because  of  unchecked  deterioration  or 
obsolescence,  they  add  to  the  supply  of  available  housing.  How- 
ever, in  declining  areas  their  work  must  always  be  on  a  scale 
large  enough  to  create  an  improved  environment. 

Low-Income  Rehabilitation 

Any  kind  of  private  rehabilitation  requires  new  capital  invest- 
ment. Therefore,  it  almost  invariably  results  in  increases  in  the 
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prices  or  rents  of  dwellings.  Whether  rehabilitation  serves  to  in- 
crease the  dollar  price  or  the  dollar  rent  or  merely  to  prevent  an 
otherwise  unavoidable  decrease  in  the  price  or  rent  of  the 
dwelling  is  of  little  importance.  In  a  profit  economy,  the  invest- 
ment presumably  will  not  be  made  unless  it  increases  the  mar- 
ginal return  on  the  property  and  unless  the  return  on  the  new 
investment  is  equal  to  that  available  from  alternative  investment 
opportunities. 

Under  these  circumstances,  private  rehabilitation,  even  when 
it  takes  place  under  the  spur  of  housing  code  enforcement,  can 
serve  only  limited  purposes  in  the  housing  market  for  low-in- 
come families.  Its  chief  function  is  to  improve  the  quality  of 
low-rent  dwellings  which  are  already  available  to  low-income 
families. 

Almost  all  rehabilitation  for  low-income  families  is  linked  to 
official  programs  of  housing  code  enforcement.  Indeed,  only  the 
spur  of  court  action  and  penalties  induces  many  owners  to  make 
improvements.  When  the  occupant  is  the  owner,  his  only  alter- 
native to  bringing  the  property  up  to  legal  standards  is  to  let 
it  be  condemned  and  demolished  or  to  sell  it  at  a  price  low 
enough  to  compensate  the  new  owner  for  the  impending  repair 
costs.  When  the  owner  is  an  individual  investor  or  a  company 
that  deals  in  rental  properties,  additional  choices  are  open.  The 
structure  may  be  remodeled  for  a  higher-income  market  if  one 
exists  in  the  area  or  it  may  be  held  vacant  until  such  a  market 
develops  or  until  the  land  can  be  shifted  to  a  different  use  that 
will  be  more  profitable. 

Philadelphia  provides  a  good  example  of  what  can  happen  in 
the  private  market  when  a  housing  code  is  widely  enforced  in 
a  community.  When  values  began  to  decline  under  the  impact 
of  enforcement,  the  small  holders  sold  out  to  large  investors.  The 
new  owners  were  not  interested  in  remodeling  the  properties 
extensively  because  to  do  so  would  have  required  the  use  of 
equity  money  which  could  be  more  profitably  invested  else- 
where. But  because  they  had  bought  at  values  deflated  by  code 
enforcement  and  had  continued  to  draw  rents  at  the  higher  orig- 
inal values,  they  were  able  to  schedule  enough  improvements  to 
comply  with  the  requirements  of  the  code.  So  long  as  the  new 
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owners  improve  their  properties  at  a  constant  rate,  the  city  al- 
lows them  a  generous  period  of  time  to  do  so.  According  to 
Nash,  "Many  dwelling  units  in  downtown  Philadelphia  have 
received  full  facilities  with  complete  redecoration  at  a  reported 
cost  of  between  $2,000  and  $3,000  per  unit.  The  rent  increases 
have  been  limited  by  the  market  to  about  $10  per  $1,000  added 
investment  but  the  properties  still  yield  a  satisfactory  though 
lessened  return." 

A  different  example  of  how  the  market  responds  to  a  code 
enforcement  program  is  found  in  Charlotte,  North  Carolina, 
where  between  1948  and  1956,  20  per  cent  of  the  city's  housing 
supply  was  brought  up  to  the  standards  of  the  housing  code. 
The  11,000  units  affected  by  the  program  were  distinctly  di- 
lapidated wooden,  single-family  structures.  Few  of  them  had 
heating  or  plumbing  facilities.  All  but  a  few  of  them  were  occu- 
pied by  Negroes.  Compared  with  the  properties  affected  by 
Philadelphia's  housing  code,  these  dwellings  would  normally 
have  been  slated  for  demolition.  A  slum  clearance  program  in 
Charlotte  in  1948,  however,  would  have  created  an  impossible 
problem  of  relocation.  The  1,661  units  that  were  demolished 
posed  problems  enough.  A  balance  had  to  be  struck  between  the 
immediate  alleviation  of  unsanitary  conditions  and  future  plans 
for  clearance  even  if  the  code  enforcement  program  might  in- 
crease the  eventual  cost  of  redevelopment  by  its  increase  in 
property  values. 

Charlotte's  code  demands  only  minimum  amenities  and  its  ad- 
ministration provides  a  flexible  time  schedule  for  making  im- 
provements. So  long  as  some  improvements  are  made  at  z.  steady 
rate,  owners  are  not  brought  into  court.  In  the  eight-year  period 
between  1948  and  1956,  only  twelve  owners  forced  the  courts 
to  act  against  them. 

The  first  objective  of  Charlotte's  code  enforcement  program 
was  to  get  rid  of  outdoor  privies.  About  $400  of  the  average  im- 
provement cost  of  $750  per  dwelling  unit  went  to  the  installa- 
tion of  an  indoor  toilet  and  running  water.  At  this  level  of 
investment,  rents  increased  about  $6  a  month.  Some  owners  vol- 
untarily made  more  extensive  improvements:  new  kitchens, 
windows,  doors,  porches,  and  so  on.  In  these  cases,  the  cost  of 
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improvements  ranged  between  $2,000  and  $3,000  and  the  in- 
crease in  rents  was  about  $25  a  month. 

Before  the  program  started  rents  in  the  area  were  only  $2  to 
$5  per  week,  their  prewar  level,  but  the  average  weekly  wage 
was  between  $60  and  $75,  almost  double  what  it  had  been  ten 
years  before.  It  was  clear  that  the  occupants  of  the  affected 
dwellings  could  pay  higher  rents  without  suffering  economic 
hardship.  In  any  city  the  enforcement  of  housing  code  provi- 
sions must  bear  some  reasonable  relationship  to  the  consumer's 
ability  to  pay.  Otherwise  property  owners  probably  will  not 
undertake  extensive  repairs  and,  if  they  do,  banks  will  be  ex- 
tremely reluctant  to  finance  them,  and  public  officials  will  face 
a  major  relocation  problem  when  improvements  finally  take 
place  and  rent  schedules  go  up.  Charlotte  avoided  this  situation 
by  demanding  only  minimum  improvements  consistent  with 
health  and  decency.  Even  if  the  real  earning  power  of  the  ten- 
ants had  not  increased  as  markedly  as  it  had,  it  is  doubtful 
whether  the  $6  per  month  increase  in  rents  would  have  been 
burdensome. 

The  important  result  of  Charlotte's  program,  however,  is  not 
so  much  the  elimination  of  1,100  privies;  it  is  the  construction  of 
new,  reasonably  priced  rental  and  sales  housing  for  Negroes  both 
within  the  city  and  in  the  metropolitan  area.  As  soon  as  it  was 
evident  that  Negroes  could  and  would  pay  a  little  more  for  im- 
proved housing  in  better  neighborhoods,  the  private  market 
responded  quickly.  Negro  couples  in  the  older  age  brackets  did 
not  want  to  leave  accustomed  neighborhoods  and  turned  to  new 
four-room  units  at  weekly  rents  of  $8.50  to  $13.50  plus  utilities. 
The  young  families  bought  new  sales  housing  in  areas  outside 
the  city. 

St.  Louis,  another  city  with  an  active  code  enforcement  pro- 
gram, has  large  residential  areas  that  are  not  slums  in  the  sense 
that  Charlotte's  were  but  which  are  seriously  menaced  by 
blighting  conditions.  Code  enforcement  officials  decided,  there- 
fore, that  they  would  require  correction  of  only  the  most  fla- 
grant violations  of  decency  and  safety  and  concentrate  on  saving 
the  somewhat  better  areas  from  further  decline.  Eventually 
clearance  programs  will  eliminate  the  slums. 


REHABILITATING   THE   HOUSING   STOCK       193 

To  test  its  theories,  the  city  designated  two  pilot  areas  in 
1955  for  full-scale  inspection  and  code  enforcement.  Both  were 
lower-middle-income  neighborhoods  not  unlike  ones  in  Boston, 
Cleveland,  Columbus,  Chicago,  and  some  other  cities  where  op- 
erative remodelers  were  working  without  the  spur  of  official 
improvement  programs.  No  commercial  rehabilitators  had 
shown  particular  interest  in  the  St.  Louis  test  areas,  however, 
and  the  question  the  code  enforcement  officers  asked  themselves 
was  whether  the  residents  could  be  induced  to  invest  in  the  im- 
provement of  their  own  properties  with  only  a  minimum  of 
legal  pressure.  According  to  Nash, 

^Inspections  were  the  backbone  of  the  program.  St.  Louis  had  con- 
solidated its  inspection  so  only  one  housing  inspector  looked  for  all 
code  violations.  However,  if  deficiencies  were  suspected  in  the  elec- 
trical and  plumbing  systems,  a  special  inspector  was  asked  for  his 
expert  opinion  before  a  violation  notice  was  sent.  The  violation 
notice  listed  all  violations  regardless  of  which  code  had  been  broken. 
In  addition,  the  notices  carried  a  series  of  "recommendations"  for 
improving  the  general  appearance  of  the  house  which  are  not  re- 
quired by  any  code  and  are  not  legally  enforceable. 

The  results  were  impressive.  In  the  Cherokee  area,  for  exam- 
ple, 6,791  of  the  7,820  violations  noted  in  3,729  dwellings  were 
corrected  within  three  years.  Moreover,  919  of  the  1,301  recom- 
mendations for  improvements  over  and  above  the  legal  require- 
ments were  voluntarily  carried  out  by  homeowners.  The  total 
private  investment  in  improvements  came  to  $800,000,  appar- 
ently with  little  or  no  hardship  to  owner-occupants  or  renters, 
whose  average  annual  income  was  about  $3,600.  A  large  part  of 
the  success  of  the  program  is  due  to  the  fact  that  the  city  spent 
about  $200,000  to  improve  existing  community  facilities  and  to 
raise  the  level  of  its  housekeeping  services  in  the  neighborhood. 

Lessons  ]or  the  Investor 

Rehabilitation  is  economically  feasible  only  when  the  investor 
believes  that  the  returns  from  rehabilitated  property  are  likely 
to  exceed  the  returns  from  the  property  without  rehabilitation, 
and  if  the  cost  of  the  repairs  does  not  exceed  the  capitalized  dif- 
ference between  the  existing  and  potential  rents  or  sales 
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prices.  Systematic  programs  to  improve  the  setting  for  rehabili- 
tation by  providing  more  or  better  community  facilities  and  by 
creating  a  stronger  interest  on  the  part  of  the  consumer  in  main- 
tenance and  remodeling  increase  the  opportunity  for  profitable 
rehabilitation  and  extend  the  useful  life  of  the  rehabilitated  part 
of  the  housing  supply.  But  outside  the  prestige  field  little  new 
investor  money  is  attracted  to  rehabilitation. 

Common  complaints  of  investors  include  difficulties  in  obtain- 
ing financing,  and  lack  of  cooperation  from,  or  confusion  of 
policy  among,  the  governmental  agencies  with  whom  rehabili- 
tators  must  deal.  Many  investors  regard  rehabilitation  as  an  oper- 
ation leading  to  doubtful  returns.  Lenders  reinforce  this  atti- 
tude by  taking  it  for  granted  that  the  remaining  economic  life 
of  a  rehabilitated  dwelling  is  much  shorter  than  that  of  a  new 
dwelling.  The  FHA  itself  authorizes  mortgages  on  rehabilitated 
dwellings  for  no  more  than  three-quarters  of  their  estimated  re- 
maining economic  life.  Since  the  period  of  amortization  is 
shorter  than  that  for  new  housing,  the  annual  debt  service 
charges  are  higher  per  dollar  of  debt.  If  the  rehabilitated  dwell- 
ings are  rented  ones,  the  rents  have  to  carry  the  higher  debt 
service  charges.  The  liberal  mortgage  terms  of  Section  220, 
which  Congress  authorized  in  1954,  for  financing  rehabilitation 
in  urban  renewal  areas  have  lured  relatively  few  investors  and 
lenders.  The  properties  have  to  be  brought  up  to  FHA's  mini- 
mum property  requirements  for  rehabilitated  dwellings  which, 
though  substantially  less  stringent  than  those  for  new  construc- 
tion, nevertheless  are  high. 

Nor  has  FHA's  other  aid  to  rehabilitation — Section  221,  which 
provides  mortgage  financing  to  persons  displaced  by  public 
works  and  other  government  construction — attracted  many  po- 
tential investors  despite  its  long  terms  and  low  interest  rates. 
As  with  any  mortgage  financing  it  requires  careful  cost  esti- 
mates for  the  job,  title  searches,  and  loans  from  a  bank,  savings 
and  loan  association,  or  other  lender.  By  the  end  of  1959  only 
one-seventh  of  all  applications  for  Section  221  mortgage  as- 
sistance were  to  finance  the  purchase  or  rehabilitation  of  existing 
housing.  Few  owner-occupants  even  know  about  Section  221.  But 
they  do  know  about  home  improvement  loans  provided  at  high 
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interest  rates  through  finance  companies  and  often  by  con- 
tractors. Much  of  the  rehabilitation  for  homeowners  is  done 
with  very  high  rate  loans  at  often  unnecessarily  high  costs  to  the 
customers. 

The  cost  of  rehabilitation  financing  and  the  difficulty  in  ob- 
taining funds  may  be  eased  in  the  near  future  both  because  gov- 
ernment is  becoming  more  interested  in  encouraging  rehabili- 
tation and  the  building  industry  is  becoming  more  interested  in 
rehabilitation  as  a  business.  For  example,  the  FHA's  announced 
intention  in  1961  is  to  devise  easier  and  cheaper  ways  to  finance 
home  modernization.  And  many  builders  have  discovered  that 
in  times  when  new  construction  slackens,  such  as  the  beginning 
of  1961,  home  modernization  can  keep  their  workers  employed 
and  their  profits  intact.  Furthermore,  the  first  national  home 
modernization  franchiser,  with  a  training  school  and  a  variety  of 
management  services,  began  operations  late  in  1960.  If  rehabili- 
tation is  to  succeed  as  a  nationally  organized  business  activity, 
consumers  must  have  access  to  suitable  loan  sources. 

If  banks,  savings  and  loan  associations,  and  other  financial 
institutions  cannot  be  bolder  in  their  approach  to  rehabilitation, 
they  could  at  least  be  more  imaginative.  An  unusual  example  of 
recognition  of  opportunity  and  community  need  is  the  decision 
of  savings  and  loan  associations  in  the  District  of  Columbia  to 
create  a  joint  pool  of  funds  from  which  loans  can  be  made  to 
owners  who  are  required  to  bring  their  properties  up  to  the 
standard  of  the  District's  housing  code.  This  idea  was  pioneered 
in  Baltimore  in  1951  when  bankers  and  real  estate  men  provided 
the  capital  for  the  Fight  Blight  Fund  in  that  city. 

But  favorable  mortgage  terms  and  low-cost  money  for  reha- 
bilitation are  only  part  of  the  climate  required  to  make  rehabili- 
tation work.  The  business  of  rehabilitation  needs  better  and 
more  sustained  cooperation  from  local  government  and  from  the 
consumers  themselves.  Rehabilitation  must  have  a  neighborhood 
environment  in  which  it  is  possible  to  function. 

The  individual  homeowner  often  repairs  and  improves  his 
house  through  special  loans,  such  as  FHA's  Title  I  home  repair 
program  which  costs  borrowers  9.7  per  cent  interest  and  has  a 
top  limit  of  $3,500.  Since  he  looks  upon  his  house  only  partly  as 


196      HOUSING,    PEOPLE,   AND   CITIES 

an  investment,  he  may  make  these  improvements  without  regard 
to  the  neighborhood  and  without  regard  to  whether  the  cost  of 
the  improvements  will  result  in  an  equivalent  increase  in  sales 
price  of  the  property.  But  even  he  is  much  more  apt  to  rehabili- 
tate when  the  neighborhood  is  improving. 

The  investor,  however,  has  to  emphasize  in  his  calculations 
the  impact  of  the  neighborhood  and  the  community.  His  pos- 
sibilities for  a  good  return  depend  on  the  proportion  of  dwell- 
ings in  a  neighborhood,  which  he  (or  he  and  other  rehabilita- 
tors)  can  improve,  on  the  elimination  of  the  occasional  slum 
structure,  on  new  investment  in  schools,  parks,  and  other  public 
facilities,  and  on  a  high  level  of  police  protection  and  other  mu- 
nicipal services. 


Chapter  12 

THE  POTENTIAL 
CONTRIBUTION  OF  RENTAL 
HOUSING 


Since  the  end  of  the  apartment  house  boom  of  the  mid- 19205 
the  volume  of  rental  housing  construction  has  dropped  tremen- 
dously and  has  been  lower  than  the  rental  preferences  of  the 
market  would  suggest  as  desirable.  As  a  consequence,  most  of 
the  present  supply  of  rental  housing  is  more  obsolete  than 
sales  housing  and  suffers  by  comparison  with  it.  Among  the 
causes  of  the  decline  in  rental  construction  are  low  yields  to 
investors,  war  and  postwar  rent  controls,  extraordinary  tax  and 
credit  benefits  for  homeowners,  and  long  capital  return  periods 
for  investors.  However,  a  modest  revival  of  luxury  apartment 
construction  appeared  in  some  areas  in  the  late  19505,  and  in 
1960,  23  per  cent  of  nonfarm  housing  unit  starts  were  designed 
for  rent. 

A  further  strengthening  of  rental  construction  during  the 
19605  and  1 97 os  may  be  anticipated  as  a  result  of  the  rapid  growth 
of  the  number  of  younger  married  couples  and  of  aged  persons. 
The  steady  increase  in  managerial  and  white-collar  occupations, 
and  in  the  employment  of  women  may  support  the  rental  market. 
The  scarcity  and  increased  cost  of  suburban  land,  and  the  ex- 
tension of  work  journeys  resulting  from  metropolitan  growth 
may  also  favor  a  shift  to  rental  types  and  locations. 

These  forces  in  the  rental  housing  market  must  be  supplemented 
with  financial  incentives  if  the  potential  is  to  be  realized.  More 
certain  returns  to  equity  capital  must  be  achieved.  Various  tax 
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discriminations  might  be  eliminated  by  partnership  treatment  of 
rental  housing  corporations,  accelerated  depreciation  for  reha- 
bilitation investments,  and  the  equalization  of  income  tax  handling 
of  renter-  and  owner-occupied  housing  expenses.  Local  discrimina- 
tions in  the  assessment  of  rental  properties  for  real  property  tax 
purposes  should  be  removed.  Finally,  urban  renewal  programs 
way  provide  new  opportunities  for  rental  property  investments. 


The  construction  of  new  rental  housing  underwent  a  secular 
decline  between  1930  and  the  late  19505.  In  1956  only  113,000 
new  units,  8  per  cent  of  all  new  permanent  nonfarm  dwelling 
units  that  started  that  year,  were  in  multi-family  structures.  By 
comparison,  44  per  cent  of  the  dwelling  units  built  in  1927  were 
in  multi-family  structures.  Going  back  further  in  time,  more 
rental  units  were  built  in  1905  than  in  1956  although  the  urban 
population  of  the  country  had  tripled  between  those  two  dates. 
Since  1956,  however,  there  has  been  a  steady  growth  in  the  con- 
struction of  rental  housing.  By  1960,  as  noted  in  the  summary 
above,  23  per  cent  of  housing  starts,  or  292,000  units,  were  slated 
as  rental  quarters. 

Much  of  this  decline  in  rental  housing  construction  is  doubt- 
less attributable  to  a  growing  consumer  preference  for  single- 
family  owned  homes.  In  turn,  this  preference  may  be  partly  at- 
tributable to  the  poor  quality  of  a  large  part  of  the  rental  housing 
stock;  much  of  it  is  made  up  of  formerly  owned  homes, 
converted  dwellings  or  apartments  more  than  a  quarter  of  a  cen- 
tury old.  A  substantial  proportion  of  rental  housing  is  sub- 
standard in  construction,  lacks  plumbing  or  heating  and  open 
space.  Under  these  circumstances  it  is  not  surprising  that  rented 
dwellings  are  often  in  ill  repute  among  those  who  have  a  choice, 
and  that  many  think  of  owned  homes  as  "better  housing."  But  a 
study  by  the  Federal  Reserve  Board  in  1955  showed  that 
although  homeowners  were  generally  more  satisfied  with  their 
accommodations  than  renters  were  with  theirs,  a  fifth  of  the 
owners  would  have  preferred  to  rent  if  suitable  quarters  had  been 
available.  Millions  of  families  thus  appear  to  have  been  forced  to 
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buy  houses,  particularly  in  the  early  19505,  because  of  deficien- 
cies in  the  rental  housing  supply. 

Why  did  investment  capital  shun  the  rental  housing  market  for 
so  long  a  period  after  the  19205?  Apparently  because  investors, 
after  a  generation  of  poor  investment  experience,  were  reluctant 
to  enter  a  field  where,  traditionally,  the  risks  are  high  and  the 
yields  low. 

Investor  Experience 

The  guiding  principle  of  all  investment  is  that  prospective  re- 
turns must  be  commensurate  with  risks.  The  developer  of  a  new 
apartment  house,  particularly  in  an  untried  location,  is  aware  of 
how  vulnerable  his  investment  is  to  the  special  risks  of  rental 
housing.  The  longest  lease  he  can  get  from  his  tenants  usually  is 
for  three  years.  Furthermore,  current  construction  and  operat- 
ing costs  for  apartments  require  a  higher  monthly  rental  from 
the  consumer  than  the  equivalent  for  a  single-family  house. 

Since  his  property  has  a  presumed  economic  life  of  fifty  or 
more  years,  the  investor  is  faced  with  the  possibility  of  major 
shifts  in  neighborhood  characteristics.  He  has  seen  such  shifts 
seriously  depreciate  the  investment  in  rental  housing  of  many 
of  his  predecessors.  The  Depression  was  disastrous  for  rental 
housing.  High  vacancy  ratios  and  a  decline  in  operating  income 
forced  many  investors  to  default  on  debt  service,  particularly 
when  they  were  heavily  mortgaged.  In  addition,  real  property 
taxes  stayed  constant  even  though  apartment  vacancies  went  up 
and  income  went  down.  Most  taxes  of  a  manufacturing  firm,  on 
the  other  hand,  usually  decreased  commensurately  with  declines 
in  sales  and  profits. 

In  his  study  of  elevator  apartments  in  New  York  City  (Experi- 
ence in  Urban  Real  Estate  Investment),  Leo  Grebler,  in  1955, 
showed  that  the  free  and  clear  return  (net  income  before  deprecia- 
tion or  debt  service)  on  the  original  cost  of  properties  acquired 
before  the  Depression  was  only  2.8  per  cent  in  1935  to  1939  and 
2.2  per  cent  in  1940  to  1944.  Of  course,  many  of  these  properties 
were  refinanced  and  the  then  current  owners  were  receiving  re- 
turns of  8  per  cent  or  more.  But  those  higher  yields  were  possible 
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only  because  of  the  great  capital  losses  sustained  by  the  previous 
investors.  A  sample  of  Chicago  apartments,  analyzed  for  this 
series  of  books,  shows  somewhat  better  experiences  during  the  De- 
pression. But  even  in  Chicago,  the  free  and  clear  return  on  orig- 
inal cost  was  only  3.5  per  cent  in  1936.  The  investor  in  rental 
housing  has  good  reason,  therefore,  to  fear  a  depression.  But  he 
also  has  reason  to  fear  periods  of  prosperity:  In  such  periods,  the 
consumer  turns  to  homeownership  more  readily  than  at  any 
other  time. 

Another  adverse  situation  for  investors  in  rental  housing  is  an 
emergency,  such  as  a  war,  when  they  face  rent  control.  Investors 
in  other  physical  assets  benefit  from  upward  revaluations  of  their 
investment  but  the  returns  from  rental  housing  are  frozen.  Rent 
control  also  widens  the  expected  gap  between  the  rents  of  old 
quarters  and  the  rents  of  new  units.  As  a  result,  consumers  under 
rent  control  do  not  have  the  incentive  to  upgrade  housing  ex- 
penditures as  their  incomes  rise.  After  World  War  II,  consumers 
were  horrified  at  what  investors  regarded  as  normal  rents  for 
new  apartments.  Their  reluctance  to  accept  higher  rent-income 
ratios  substantially  reduced  the  market  for  new  rental  housing. 
A  low-rent  consumer  psychology  is  bound  to  inhibit  investment 
in  rental  housing.  Inflation,  and  particularly  the  rise  in  costs  of 
land  and  construction,  makes  it  impossible  for  investors  to  build 
new  apartments  which  can  compete  with  existing  apartments 
under  rent  control. 

Poor  earnings  over  the  long  run  help  explain  the  virtual  disap- 
pearance of  life  insurance  companies  from  the  rental  construc- 
tion field.  A  major  source  of  equity  capital,  in  fact  the  only  im- 
portant source  of  100  per  cent  private  equity  financing,  became 
available  when  these  giants  embarked  on  apartment  projects  in 
the  19405.  By  1952  their  investment  reached  $500  million.  But, 
except  for  brief  spurts,  the  rate  of  return  was  disappointingly 
low.  By  1952  the  net  yield  on  book  value  of  all  rental  projects  of 
life  insurance  companies,  after  amortization,  was  below  2  per 
cent.  Few  projects  were  earning  as  much  as  5  per  cent  on  original 
investment.  Since  then  a  number  of  companies  have  sold  their 
developments.  If  the  incentives  were  there,  however,  life  insur- 
ance companies  could  invest  over  $5  billion  in  rental  housing 
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under  present  laws.  Their  actual  investment  is  less  than  10  per 
cent  of  this  legal  limit  and  shows  little  sign  of  significant  re- 
vival. 

As  a  result  of  these  experiences,  investors  rated  rental  housing 
very  poorly  until  the  last  few  years.  In  addition  to  the  economic 
handicaps,  they  also  had  to  reckon  with  social  handicaps,  like  the 
traditional  distaste  of  the  tenant  for  the  landlord.  The  longer 
these  hesitancies  persisted,  the  fewer  became  the  number  of  in- 
vestors who  had  had  experience  with  rental  housing. 

Faced  with  what  they  regarded  as  excessive  risks,  investors  re- 
sponded to  this  situation  just  after  World  War  II  by  demanding  a 
higher  return  on  their  equity  capital  or  by  seeking  some  form  of 
no-equity,  no-risk  government  insurance.  The  largest  volume  of 
rental  housing  built  just  after  the  war  was  achieved  under  Section 
608  of  the  National  Housing  Act.  Frankly  a  device  to  stimulate 
rental  housing  in  the  tight  postwar  market,  Section  608  cut  risk 
and  equity  to  nothing.  "Windfall"  profits  resulted  in  a  number  of 
instances  and  the  program  was  discredited  to  the  point  where  it 
was  canceled;  but  the  fact  remains  that  it  served  the  purpose  and, 
generally,  the  intent  of  the  law.  Experience  under  Section  608 
indicates  that  builders  can  be  induced  to  build  rental  housing  when 
they  are  guaranteed  the  opportunity  for  a  fast,  high,  speculative 
profit.  Apart  from  "608"  financing,  investors  in  rental  housing 
during  the  postwar  years  have  required  a  prospective  return  of  up 
to  20  per  cent  before  they  would  proceed.  They  have  been  able  to 
obtain  such  a  high  direct  return  as  a  rule  only  in  choice  market 
areas. 

While  the  vacancy  rate  in  rental  units  was  only  2.6  per  cent  in 
1950,  from  1955  on  it  has  not  fallen  below  5.3  per  cent,  and  it 
reached  a  high  of  7.6  per  cent  the  last  quarter  of  1960.  In  1960, 
however,  29  per  cent  of  the  vacancies  lacked  plumbing  facilities, 
and  almost  50  per  cent  rented  for  less  than  $50  rent  per  month. 
This  suggests  that  a  considerable  proportion  of  the  vacant  rental 
units  were  undesirable  to  tenants,  and  not  that  the  rental 
market  had  been  satisfied.  There  were  noticeable  regional  differ- 
ences in  vacancies,  with  a  10.2  per  cent  rate  in  the  West,  for  ex- 
ample, and  4.6  per  cent  in  the  Northeast,  in  the  third  quarter  of 
1960.  These  vacancies  do  not  appear  to  have  deferred  rental 
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housing  starts,  which  in  the  second  quarter  of  1961  promised  a 
building  rate  unmatched  since  the  19205. 

FHA  and  Rental  Housing 

FHA's  role  in  residential  building  probably  has  been  more 
harmful  than  helpful  to  rental  housing.  The  congressional  act 
creating  the  FHA  authorized  a  system  of  mortgage  credit  de- 
signed to  encourage  both  rental  and  sales  housing,  but  during 
most  of  its  history  the  FHA  has  been  administered  to  favor  home- 
ownership  and  especially  homeownership  in  new  suburban  areas. 
By  helping  to  make  homeownership  less  costly  than  renting 
equivalent  quarters,  the  FHA  has  undercut  the  rental  housing 
market  sharply.  But,  more  serious,  it  has  failed  in  the  main  to 
compensate  for  its  support  of  sales  housing  with  rental  housing 
programs  for  the  vestigial  market  for  new  rental  quarters. 

The  FHA  rental  program  has  been  the  target  of  sharp 
criticism.  But  it  must  be  recognized  that  there  are  inherent  dif- 
ferences between  the  sales  and  rental  markets  which  inevi- 
tably color  FHA's  administrative  practices.  The  market  for  pri- 
vate houses  has  always  been  the  larger  and  traditionally  the  re- 
cipient of  more  governmental  aid,  whereas  the  rental  market 
has  always  been  the  smaller  and  the  riskier.  Aid  to  the  renter  is 
indirect  and  must  be  channeled  through  the  investors.  This 
means,  as  Louis  Winnick  points  out  in  Rental  Housing,  that: 

Constant  vigilance  and  strict  regulation  are  required  to  insure  that 
benefits  will  not  be  absorbed  before  they  reach  the  intended  bene- 
ficiary .  .  .  when  the  FHA  grants  a  long-term,  low  interest  mortgage 
for  rental  housing,  or  when  it  reduces  equity  requirements  to  the 
vanishing  point,  some  form  of  supervision  is  needed  to  make  sure  that 
the  consumer  benefits  through  lower  rents  or  through  more  or  better 
housing,  and  that  government  aid  is  not  converted  into  excessive 
profits  for  sponsors  or  landlords. 

By  its  very  nature,  an  effective  rental  program  must  be  risky 
and  if  the  government  wishes  to  stimulate  rental  housing  it  must 
bear  the  greatest  risk.  Stagnation  in  construction  of  rental  hous- 
ing, after  the  congressional  investigation  of  the  "608"  program 
led  to  the  termination  of  the  program,  showed  that  commitment 
terms  and  regulations  had  to  be  liberalized  some  way.  The  Hous- 
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ing  Act  of  1954  provided  terms  for  urban  renewal  housing, 
under  Section  220,  that  are  almost  as  favorable  as  the  "608" 
terms,  although  cost  certification  and  other  requirements  make 
"220"  less  attractive  to  investors  than  "608"  was. 

The  advantage  FHA  provides  for  the  investor  is  mainly  the 
opportunity  of  raising  funds  under  terms  that  are  more  favorable 
than  those  of  conventional  mortgage  loans.  Aside  from  builders' 
profits,  FHA  mortgages  enable  private  investors  to  speculate 
with  small  cash  commitments  on  high-value  real  estate  assets. 
A  small  rise  in  the  price  of  the  asset  may  lead  to  sizeable  increases 
in  the  value  of  the  equity.  In  addition,  it  is  possible  to  get  good 
operating  returns  on  the  small  investment  while  the  property  is 
held  in  the  hope  of  a  capital  gain.  If  the  whole  venture  should  be 
unsuccessful,  the  loss  is  relatively  small. 

When  cash  equity  requirements  and  risks  are  effectively  re- 
moved, as  was  the  case  under  Section  608,  and  an  attractive 
project  can  be  developed  from  mortgage  proceeds  alone,  the  in- 
vestor has  little  real  concern  with  the  marketability  of  the  prod- 
uct. With  a  high  enough  mortgage,  it  becomes  profitable  to  build 
rental  housing  anywhere.  It  can  always  be  disposed  of  to 
the  FHA.  During  the  decade  ending  in  1955,  probably  more  than 
half  of  all  new  rental  units  were  built  with  FHA  mortgages.  By 
the  end  of  1960,  FHA  had  insured  almost  900,000  dwellings  in 
multifamily  developments. 

Sources  of  Conflict  between  Investors  and  the  FHA 

On  the  whole,  the  FHA  rental  program  has  been  characterized 
by  improvisation;  the  trial  and  error  nature  of  the  program  has 
undoubtedly  had  some  adverse  effect  on  the  volume  of  produc- 
tion for  the  rental  market.  It  has  moved  back  and  forth  from  very 
liberal  provisions  to  excessively  cautious  ones.  In  return  for  the 
opportunity  to  make  a  profit  and  shift  his  risk,  the  investor  must 
submit  to  a  whole  series  of  regulations,  many  of  which  he 
believes  are  unduly  restrictive.  Winnick  has  remarked  that  the 
FHA  is  not  a  partner  in  rental  housing  but  actually  acts  more  as 
a  public  service  commission,  regulating  all  the  important  man- 
agement decisions  of  the  projects  it  insures.  "The  turbulent  his- 
tory of  FHA's  relations  with  private  investors  and  the  successes 
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and  failures  of  its  rental-housing  programs  illustrate,"  he  says, 
"the  problems  arising  from  mixed  or  controlled  capitalism  where 
the  government  attempts  to  influence,  by  a  system  of  carrots  and 
sticks,  the  production  and  operation  of  property  it  neither  owns 
nor  manages.  Delays  and  added  costs  do  result,  but  they  are  part 
of  a  price  paid  by  a  free  economy  that  willingly  forgoes  the 
possibly  higher  efficiency  of  social  ownership  in  favor  of  social 
controls.  Housing — especially  rental  housing — has  been  increas- 
ingly treated  as  a  public  utility  but  without  full  awareness  of  all 
the  consequences,  and — more  important — without  full  develop- 
ment of  the  administrative  apparatus  and  judicial  processes  that 
have  evolved  in  transportation,  communication,  fuel,  power,  and 
other  regulated  industries." 

A  clash  of  objectives  thus  becomes  practically  unavoidable. 
The  typical  investor  wants  to  put  in  as  little  cash  as  possible  and 
maximize  his  earnings  quickly  and  with  a  minimum  tax  liabil- 
ity. The  FHA,  on  the  other  hand,  seeks  to  limit  the  govern- 
ment's risk  by  obtaining  as  much  initial  equity  as  possible  and 
insisting  on  high  standards  of  construction  and  maintenance.  In 
addition,  it  presumably  has  uppermost  in  its  purpose  the  social 
goal  of  providing  rental  housing  at  rents  lower  than  would  ob- 
tain without  government  aid.  Inevitably,  the  private  and  public 
goals  are  in  conflict. 

The  fact  that  the  program  relies  more  on  administrative  dis- 
cretion than  on  statutory  provisions  widens  the  area  of  disagree- 
ment. FHA's  administrative  regulations  cover  detailed  super- 
vision of  site  selection,  site  development  costs,  architectural  de- 
sign, accounting  procedures,  replacement  reserves,  and  working 
capital  requirements.  After  completion  of  the  project  FHA  con- 
trols rent  schedules,  distribution  of  earnings,  and  changes  in  rents 
resulting  from  changing  operating  costs. 

Rent  schedules  are  a  particular  source  of  friction.  The  precise 
formula  varies,  but  in  general  rents  are  set  to  provide  a  yield  of 
ii  to  12  per  cent  on  book  equity,  after  operating  and  other  costs 
have  been  paid.  The  formula  provides  a  7  per  cent  vacancy  loss; 
if  units  are  fully  occupied  the  return  on  equity  can  rise  to  nearly 
20  per  cent.  Rent  increases  for  reasons  other  than  increased  op- 
erating costs  or  additional  services  are  not  permitted;  and  capital 
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gains  deriving  from  a  superior  location  or  a  general  rise  in  real 
estate  values  are  not  possible  unless  the  investor  refinances  with 
a  conventional  mortgage. 

FHA  supervision  over  the  distribution  of  cash  in  a  completed 
project  is  another  source  of  disagreement.  FHA  regulations  re- 
quire that  30  per  cent  of  total  book  equity  investment  must  be 
held  as  a  permanent  reserve.  This  regulation  is  intended  to  pro- 
tect the  investment  and  require  more  responsible  operation.  The 
typical  investor,  on  the  other  hand,  wants  to  withdraw  his  initial 
investment  as  fast  as  possible  and  at  the  least  possible  tax  cost. 

But  for  all  the  complaints  of  investors,  the  FHA  has  fashioned 
such  liberal  mortgage  credit  terms  for  rental  housing  that  a  small 
amount  of  equity  capital  can  be  multiplied  into  a  tremendous  in- 
vestment. Also,  with  FHA  assuming  most  of  the  investment  risk, 
investors  can  try  out  market  situations  which  might  otherwise  be 
financially  hazardous.  The  fortune  of  the  investor  in  rental  housing 
is  very  much  a  function  of  FHA  policies  and  administrative  regu- 
lations. 

The  financial  experience  of  the  operators  of  two  hundred 
FHA  projects  in  the  New  York,  Chicago,  Washington,  and  Los 
Angeles  areas  has  been  studied  by  Louis  Winnick  for  the  period 
1951-1956.  His  main  findings  were: 

1.  Earnings  tended  to  go  down  through  most  of  the  period. 
The  principal  reason  for  the  decline  was  an  increase  in  costs  and 
taxes  that  was  insufficiently  compensated  for  by  rental  income. 

2.  There  was  considerable  variation  in  returns  among  the  dif- 
ferent areas.  Chicago  had  the  most  favorable  rate  of  return,  New 
York  the  poorest. 

3.  High-quality  efficiency  and  one-bedroom  apartments  did 
much    better    than    walk-ups    or    elevator    developments    with 
family-sized  units.  In  other  words,  those  developments  which 
competed  most  with  homeownership  did  most  poorly. 

4.  Real  estate  taxes  were  more  burdensome  in  some  areas  than 
in  others.  In  1955  they  accounted  for  21  per  cent  of  the  rent  dol- 
lar in  the  New  York  metropolitan  area  but  only  10  per  cent  in 
the  Washington,  D.C.,  area. 

5.  The  size  of  an  FHA  rental  project  does  not  seem  to  bear  a 
consistent  relation  to  the  rate  of  return.  In  some  areas  the  larger 
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projects  have  the  highest  return;  in  others,  the  smaller  projects. 
If  the  FHA  rental  housing  program  and  investment  psy- 
chology shift  from  quick  windfalls  to  long-term  operating 
returns,  the  value  of  such  financial  analysis  as  this  will  be  par- 
ticularly pertinent,  for,  as  the  next  section  indicates,  new  oppor- 
tunities are  developing  which  promise  to  alter  investment  climate 
for  rental  housing  even  more  significantly. 

The  Future 

Rental  housing's  future  will  be  brighter  than  its  past,  and 
very  likely  brighter  than  its  present.  That  part  of  the  market 
which  is  most  attracted  to  rental  housing — single  persons,  newly 
married  and  childless  couples,  and  older  couples  whose  children 
have  left  home — will  increase  in  the  years  ahead.  In  1950  there 
were  nearly  20  million  potential  household  heads  who  did  not 
own  their  own  homes  or  apartments.  Most  of  them  were  single 
persons — widowed,  divorced,  or  separated.  The  Bureau  of  the 
Census  estimates  that  by  1975  there  will  probably  be  9  million 
primary  individuals  (i.e.,  single  heads  of  households),  or  55  per 
cent  more  than  in  1955.  That  estimate  compares  with  an 
expected  increase  of  only  28  per  cent  in  the  number  of  primary 
families. 

The  gain  in  primary  individuals  will  come  mostly  from  older 
people,  particularly  widows  and  widowers.  But  young,  unmar- 
ried persons,  and  divorced  and  separated  ones,  will  also  enter  the 
housing  market  in  greater  numbers,  especially  if  their  incomes 
rise  and  they  feel  they  can  afford  their  own  dwellings.  In  terms 
of  age  distribution,  the  2o-to-29~year  age  group — a  principal 
group  of  renters — is  expected  to  increase  by  14.2  millions  (from 
22.5  to  36.7  millions).  By  contrast,  because  of  the  deficit  in  the 
birth  rate  brought  on  by  the  Depression,  the  30-to-49-year  age 
group  has  an  expected  net  growth  of  only  2  million.  But  that  is 
the  group  in  the  child-rearing,  home-buying  period. 

These  figures  suggest  a  larger  potential  increase  in  demand  for 
rental  housing  than  for  sales  housing  up  to  1975.  After  1975,  the 
2o-to-29-year  age  group  will  move  into  the  sales  market  of  those 
30  years  old  and  over,  and  will  eventually  be  replaced  by  the  38 
million  children  who  will  still  be  between  10  and  19  years  old  in 
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1975.  In  fact,  the  number  of  persons  between  20  and  29  will  be 
even  larger  in  1985  than  in  1975. 

Persons  over  fifty  years  of  age  will  increase  by  an  expected  15 
million  in  the  next  twenty  years  or  so.  A  sizable  part  of  this  in- 
crease can  be  assumed  to  be  potential  renters.  But  if  this  assump- 
tion is  correct,  will  these  persons  want  small,  rented  single-family 
houses  in  the  suburbs,  apartments  in  the  suburbs,  or  rented  houses 
or  apartments  in  the  center  of  the  city?  The  answer  will  depend 
in  large  part  on  the  comparative  advantages  cities  and  suburbs 
offer  as  they  change  over  time,  and  on  the  comparative  costs — 
including  tax  costs — of  living  in  one  place  or  another. 

Another  trend  that  favors  the  rental  market  is  the  increase  in 
the  proportion  of  wives  who  work.  Not  only  does  prosperity 
provide  more  jobs  for  women  but  it  stimulates  their  desire  to  help 
attain  a  still  higher  standard  of  living  for  the  family.  Many  mar- 
ried women  who  work  prefer  not  to  have  the  responsibilities  that 
go  with  ownership. 

Still  another  trend  favorable  to  the  rental  market  is  the  shift  to 
managerial  and  white-collar  employment.  Compared  with  an 
over-all  expected  increase  in  the  labor  force  of  36  per  cent  in  all 
jobs  by  1975,  professional  jobs  are  expected  to  increase  by 
63  per  cent,  amusement  and  recreation  jobs  by  50  per  cent,  and 
business  services  by  49  per  cent.  Although  these  groups  of 
workers  show  a  high  rate  of  homeownership,  they  also  form  an 
important  sector  of  the  market  for  apartments.  Finally,  con- 
tinued migration  to  cities  during  the  next  decade  will  augment 
the  market  for  rental  housing. 

But  these  anticipated  changes  in  demographic  and  labor  force 
characteristics  do  not  ensure  a  greater  demand  for  housing;  nor 
do  they  mean  that  there  will  be  a  significant  return  to  the  city 
from  the  suburbs.  They  will  be  important  to  the  rental  market 
only  if  some  of  the  current  impediments  to  a  more  successful 
functioning  of  that  market,  particularly  in  connection  with  the 
renewal  of  our  urban  centers,  can  be  overcome. 

Possibilities  for  Overcoming  Obstacles 

For  the  reasons  mentioned  above,  the  rental  market  undoubt- 
edly will  show  more  improvement  in  the  years  ahead.  But  a  much 
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larger  future  market  is  both  possible  and  desirable.  The  prin- 
cipal obstacle  to  it  will  still  be  uncertainty  in  the  amount  and  cost 
of  risk  capital.  If  this  deterrent  is  to  be  overcome,  there  will  un- 
doubtedly have  to  be  a  number  of  changes  in  FHA  equity  re- 
quirements and  other  regulations,  and  more  effective  methods 
than  at  present  to  widen  the  capital  market  and  make  investment 
more  attractive  to  existing  and  potential  sources  of  funds. 

INTERESTING   OF   NEW   INVESTORS 

Equity  capital  is  scarce  and  expensive  in  many  parts  of  the 
country  partly  because  of  the  poor  organization  of  the  real  estate 
capital  market.  If  the  investment  process  were  less  cumbersome 
and  if  reliable  facts  were  more  readily  available,  a  larger  volume 
of  investment  funds  might  be  forthcoming  from  the  general 
public,  who  would  probably  be  satisfied  with  lower  returns  than 
the  professional  investors  demand.  (The  suggestions  in  Chapter 
10  for  facilitating  mortgage  securities  are  also  applicable  to 
equity  capital.)  Local  and  possibly  national  organizations  are 
needed  to  serve  as  a  source  of  "seed"  capital  and  as  a  clearing- 
house for  investment  facts.  The  Cleveland  Development  Founda- 
tion, sponsored  by  business  and  community  leaders,  has,  with 
an  investment  up  to  January  i,  1959,  of  only  $2,143,003,  induced 
the  public  investment  of  $31,635,000  and  the  private  invest- 
ment of  $100,922,000  in  that  city.  Such  a  group  can  either  float 
capital  issues  in  its  own  name  or  lend  backing  to  approved  ven- 
tures. 

IMPROVEMENT   IN   FLOW   OF   MORTGAGE   CAPITAL 

Periods  of  severe  stringency  in  the  capital  market  during  part 
of  the  19505  created  problems  for  all  sectors  of  the  housing  in- 
dustry. While  the  supply  of  mortgage  funds  is  responsive  to 
higher  interest  rates,  builders  of  medium-rent  units  are  restricted 
by  FHA's  ceiling  on  interest  rates  as  well  as  by  tenant  resistance 
to  higher  rents.  One  of  the  proposals  which  has  been  made  to 
increase  the  supply  of  mortgage  funds  is  to  provide  a  rental- 
housing  debenture  carrying  FHA  insurance  and  a  Treasury 
guarantee,  thus  making  it  equivalent  to  a  Federal  bond.  Pension 
and  trust  funds  and  other  potential  investors  might  be  attracted 
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into  the  mortgage  market  if  some  such  secure  and  easily  obtain- 
able instrument  were  available. 

MORE    FLEXIBLE    FHA   EQUITY   REQUIREMENTS 

FHA-insured  financing  will  probably  continue  to  account 
for  the  biggest  part  of  the  new  middle-income  rental  units  which 
are  needed  to  meet  consumer  requirements  and  urban  renewal 
programs.  The  terms  under  which  such  construction  proceeds 
are  therefore  vital  to  future  investment.  Some  conflict  between 
FHA  and  investors  over  equity  requirements  and  other  regula- 
tions seems  unavoidable.  Experience  has  shown  that  some  in- 
vestor equity  and  risk  is  indispensable. 

Under  present  legislation  the  amount  of  equity  required  for 
each  project  is  determined  by  various  appraisal  standards,  such 
as  replacement  costs  and  estimated  value.  The  effective  result  of 
multiple  appraisal  standards  is  to  permit  FHA  to  vary  require- 
ments as  a  matter  of  policy.  But  these  variations  are  not  neces- 
sarily related  to  marketability.  The  alternative  proposal  is  to 
adopt  a  uniform  appraisal  standard  for  all  new  apartment  build- 
ings which  would  establish  the  investment  base,  and  then  decide 
on  the  amount  of  cash  equity  by  a  scoring  system  which  would 
take  into  account  such  market  and  risk  factors  as  the  quality  of 
the  community,  the  adequacy  of  the  site  and  building  design,  and 
the  reputation  and  past  experience  of  the  builder. 

INCENTIVES   AND   REWARDS   TO   INVESTORS 

Under  present  regulations,  both  builders  and  owners  are  faced 
with  an  array  of  restrictive  regulations  involving  much  red  tape 
and  delay.  Some  legislative  and  administrative  controls  are  obvi- 
ously necessary;  others  may  be  avoidable  but  are  nuisances 
rather  than  positive  obstacles  to  investment.  A  few  present  regu- 
lations seem  unnecessarily  restrictive  and  actually  result  in  barriers 
to  increased  investment.  The  industry  complains  in  particular 
about  inflexible  formulas  which  prevent  rapid  recovery  of  invest- 
ment, rule  out  any  chance  of  capital  gains,  and  delay  reasonable 
rent  adjustments. 

Greater  flexibility,  with  some  method  for  encouraging  and 
rewarding  successful  projects,  could  certainly  make  apartment 
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house  construction  more  attractive  to  many  investors  without 
an  undue  increase  in  risks. 

EQUALIZING   TAX   INCENTIVES 

There  are  without  doubt  many  persons  who  should  rent,  or 
prefer  to  rent,  but  become  home-owners  because  the  relative  cost 
of  owning  as  against  renting  appears  highly  favorable.  Public 
tax  policies  which  tend  to  favor  ownership  should  be  re- 
considered; for  example,  the  inequity  of  the  Federal  personal  in- 
come tax  law  which  permits  homeowners  (including  holders  of 
cooperative  units)  to  deduct  property  taxes  and  interest  on  mort- 
gage debt.  Especially  in  the  higher-income  tax  brackets,  the  sav- 
ings may  be  large  enough  to  affect  choice  of  tenure.  One  possible 
solution  would  be  to  eliminate  owners'  deductions  or  to  permit 
renters  to  deduct  a  given  percentage  of  annual  contract  rent. 
Because  ownership  is  so  well  entrenched,  deductions  for  renters 
are  the  only  really  feasible  means  to  employ  in  this  situation. 

Unequal  property  tax  treatment  for  renter-  and  owner- 
occupied  real  estate  is  another  important  issue.  Complete  or 
partial  tax  exemption  has  been  used  in  several  states  to  lower 
rents  appreciably.  In  effect,  such  exemptions  are  subsidies,  to 
which  there  are  numerous  objections.  If  tax  concessions  are 
granted,  they  should  be  related  to  community  goals,  such  as  slum 
clearance  and  tenant  relocation.  An  alternative  is  to  remove  some 
of  the  present  discriminations  in  local  tax  assessments  that  favor 
ownership  housing.  In  most  municipalities  rental  housing  is  as- 
sessed higher  than  owned  housing. 

LOWERING    OF    FINANCING    COSTS 

The  biggest  problem  in  the  rental  market  is  how  to  provide 
enough  new  housing  for  middle-  and  low-income  families.  Ef- 
forts to.  encourage  investment  or  to  improve  the  quality  of  hous- 
ing for  this  the  largest  sector  of  the  rental  market,  are  self-defeat- 
ing if  they  result  in  higher  costs  and  higher  rents.  Reductions 
in  the  present  high  cost  of  equity  and  mortgage  capital  will  help 
to  reduce  rents.  A  reduction  in  interest  costs  would  require  direct 
public  loans  or  a  more  favorable  mortgage  instrument.  When  the 
saving  is  achieved  through  the  exemption  of  local  bonds  from 
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Federal  taxation,  the  Federal  tax  loss  is  greater  than  the  local 
savings. 

Easier  FHA  repayment  terms  would  be  a  more  direct  and  less 
controversial  method  for  reducing  monthly  rents.  Shifting  to  a 
level-payment  mortgage  plan,  such  as  is  now  used  for  Section 
213  cooperatives,  would  mean  lower  rents  on  newly  completed 
projects.  Extending  the  repayment  period  would  reduce  rents 
even  more.  Under  a  sixty-year-level  payment  plan,  annual  debt 
service  on  each  $10,000  is  nearly  $14  a  month  less  than  initial  pay- 
ments under  the  present  forty-year  increasing  amortization 
mortgage.  However,  total  costs  over  the  full  life  of  the  develop- 
ment are  much  higher  under  a  lengthened  repayment  period. 

COMMUNITY   NON-PROFIT   HOUSING   CORPORATIONS 

If  Congress  is  prepared,  as  it  has  been  for  ten  of  the  postwar 
years,  to  approve  FHA  insurance  on  mortgages  amounting  al- 
most to  the  full  cost  of  rental  housing  projects,  communities 
might  establish  nonprofit  or  limited-dividend  corporations 
staffed  with  skilled  businessmen  to  sponsor,  build,  and  operate 
rental  developments  where  needed.  This  would  be  a  relatively 
small  extension  of  the  activity  of  present  development  founda- 
tions, referred  to  above,  and  might  encourage  the  participation 
of  philanthropic  institutions.  Minor  changes  in  the  chartering  and 
supervisory  regulations  might  permit  lending  institutions,  like 
savings  banks  and  savings  and  loan  institutions,  to  serve  as  spon- 
sors and  owners  or  to  participate  in  the  equity.  They  would 
bring  to  such  a  function  skills,  a  permanence  of  interest,  and  a 
reputation  and  stake  in  the  community  which  the  speculator 
often  lacks. 

EQUITY    SHARES 

An  adaptation  of  the  British  builders'  pool  might  prove  useful 
in  unlocking  private  investment  for  rental  housing.  Under  the 
British  plan,  the  builder  leaves  his  profit  in  the  properties  to  re- 
duce the  amount  of  the  down  payment  required  by  the  home 
purchaser.  Adapted  for  American  rental  housing  purposes,  the 
same  plan  would  enable  the  builder  to  obtain  a  mortgage  on  all 
out-of-pocket  costs  on  rental  housing  construction,  excluding 
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profit  which  would  take  the  form  of  equity  shares.  These  shares 
would  not  be  taxable  to  the  builder  as  income,  but  after  a  period 
of  years  would  be  convertible  to  a  long-term  capital  gain  if  the 
project  proved  to  be  economically  sound  and  worth  more  than 
the  amortized  mortgage  amount.  This  is  a  realistic  economic  ap- 
proach since  the  equity  on  a  project  covered  by  a  mortgage  of 
approximately  100  per  cent  is  in  any  real  sense  zero  at  the  be- 
ginning of  the  project.  The  development  of  an  equity  would  de- 
pend to  a  considerable  degree  upon  the  soundness  of  the  loca- 
tion and  design  of  the  project.  If  judgments  about  them  were 
valid,  the  equity  which  would  develop  should  properly  be  tax- 
able as  a  capital  gain  rather  than  a  profit  on  construction. 

COOPERATIVE    HOUSING 

Cooperative  apartment  developments  are  both  a  substitute  for 
some  sectors  of  the  rental  market  and  a  means  of  providing  a  sec- 
tor of  the  owner  market  with  housing  normally  available  only  to 
renters.  Regardless  of  whether  such  projects  are  built  by  nonprofit 
organizations  or  by  speculators,  it  is  the  individual  consumer  who 
eventually  holds  the  equity.  The  cooperative  device  has  been 
used  in  some  European  countries  as  an  important  means  to  the 
ownership  and  management  of  housing.  In  some  major  met- 
ropolitan areas,  particularly  New  York,  the  cooperative  has 
long  been  used  as  a  means  for  the  ownership  of  central-city 
apartments.  In  recent  years,  however,  many  apartment  build- 
ings have  been  made  cooperatives  by  a  decision  of  the  investor 
rather  than  by  the  desire  of  the  occupants.  In  a  tight  hous- 
ing market  this  has  meant  that  tenants,  who  would  have  preferred 
to  rent,  have  been  forced  to  assume  the  risks  and  obligations  of 
ownership.  The  cooperative  had  little  momentum  until  the  post- 
war period,  when  it  began  to  be  used  in  many  parts  of  the 
country  as  a  means  of  providing  housing  for  upper  and  middle- 
income  families. 

The  cooperative  takes  several  forms.  A  cooperative  corpora- 
tion may  be  used  to  build  new  housing  developments  or  it  may 
be  used  as  a  device  for  perpetual  ownership.  The  so-called  de- 
velopment cooperative  is  a  means  whereby  a  group  of  people  can 
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get  together  in  the  joint  development  of  a  housing  project  in 
order  to  take  advantage  of  the  economies  in  land  acquisition,  de- 
sign, and  building  which  may  be  gained  by  group  action.  When 
the  development  phase  of  the  project  is  completed,  the  co- 
operative is  dissolved  and  the  resulting  units  are  sold  to  the  indi- 
vidual members  of  the  development  cooperative. 

The  development  cooperative  may  produce  some  cost  savings 
to  the  participants  since  they  assume  the  risk  ordinarily  assumed 
by  the  speculative  developer.  The  members  of  the  cooperative 
may  avoid  the  builder's  speculative  profit  although  they  will 
ordinarily  pay  the  contractor  a  profit  on  the  actual  construction 
of  the  development.  Under  many  circumstances,  the  contrac- 
tor's profit  will  be  substantially  less  than  that  of  a  speculator  al- 
though few  cooperative  developments  to  date  have  been  of  suf- 
ficiently large  scale  to  produce  the  economies  in  construction 
and  the  capable  management  obtained  by  the  larger  speculative 
builders.  An  advantage  of  a  different,  but  none  the  less  im- 
portant, kind  is  the  opportunity  which  cooperatives  may  provide 
for  satisfaction  of  a  distinctive  architectural  taste  or  locational 
preference. 

In  recent  years  the  so-called  builder-sponsored  cooperative  has 
been  encouraged  by  the  FHA  with  special  mortgage  insurance 
terms  to  builders  who  promote  the  development  of  cooperative 
housing  projects  before  the  ultimate  owners  have  agreed  to  buy. 
The  economic  differences  between  this  form  of  cooperative  and 
the  usual  speculative  development  are  slight.  In  November,  1959, 
the  Commissioner  of  the  FHA  reported  that  over  55,000  families 
were  living  in  cooperative  housing  financed  with  FHA's  Sec- 
tion 213  mortgages  for  cooperatives. 

An  ownership  cooperative  is  quite  different,  however,  in  that 
when  the  development  is  completed,  the  individual  units  are 
usually  jointly  owned  by  the  cooperative  corporation.  Some- 
times the  cooperative  retains  full  title  to  the  property  and  the 
owners  have  a  lifetime  or  indefinite  tenure.  Or,  ownership 
may  be  on  an  individual  basis  with  the  property  maintained 
jointly  by  the  cooperative  corporation.  In  either  case,  there  are 
economies  to  be  obtained  in  financing  (usually  one-fourth  to 
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one-half  per  cent  on  the  mortgage  interest  rate),  construction 
costs,  and  maintenance  and  operation  charges.  Under  existing 
Federal  income  tax  laws,  the  cooperative  form  of  ownership  has 
substantial  advantages  over  renting  because  payments  for  local 
taxes  and  for  interest  on  the  mortgage  may  be  deducted  from 
the  members'  taxable  incomes.  This  incentive  alone  should  in- 
sure a  growing  future  for  the  cooperative  device  and  help  expand 
the  market  for  new  housing  for  middle-income  families. 

The  most  successful  cooperatives  in  the  United  States  and 
other  countries  are  those  organized  and  supervised  by  a  strong 
sponsoring  agency — producer  cooperatives,  trade  unions,  re- 
ligious or  educational  groups.  Often  they  initiate  a  project  with 
only  a  nucleus  of  the  eventual  ownership  group.  The  famous 
Scandinavian  cooperative  housing  developments  are  of  this  char- 
acter. They  are  built  by  the  central  office  of  the  cooperative 
movement  which,  although  owned  by  consumers,  operates  like 
any  large  private  corporation.  In  this  country  sponsors  of  co- 
operatives have  the  advantage  of  special  provisions  in  national 
housing  legislation  which  provide  favorable  mortgage  insurance 
terms. 

The  nonprofit  United  Housing  Foundation,  established  in 
New  York  in  1951,  is  a  good  example  of  current  cooperative 
activity.  It  not  only  builds  cooperative  projects  itself  but  through 
a  subsidiary  group — Community  Services,  Inc. — it  provides  con- 
tract services  to  other  cooperative  sponsors,  such  as  negotiating 
loans,  obtaining  tax  abatements,  marketing  of  units,  and  so  on. 
So  far,  however,  it  has  not  been  able  to  extend  its  program  be- 
yond the  New  York  City  area. 

As  the  population  diversifies,  it  is  quite  possible  that  coopera- 
tives like  the  United  Housing  Foundation  will  serve  a  variety  of 
special  markets  in  both  the  central  cities  and  the  suburban  areas, 
particularly  if  they  can  offer  community  facilities  such  as  swim- 
ming pools,  tennis  courts,  and  the  like.  Their  great  advantage  is 
the  opportunity  they  provide  to  build  multiple  housing  in  de- 
sired locations  and  to  reach  out  to  families  who  prefer  ownership 
under  any  circumstances,  but  come  into  the  market  for  the  type 
of  housing  normally  provided  only  in  rental  units. 
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URBAN   RENEWAL 

As  in  the  past,  a  large  part  of  the  rental  housing  of  the  future 
will  probably  consist  of  single-family  houses,  the  owner-oc- 
cupants of  which  have  moved  to  other  homes,  renting  their  old 
ones  rather  than  selling  them.  However,  in  the  future  not  many 
two-  and  three-family  rental  units  are  likely  to  be  built.  Once 
they  were  a  favorite  investment  of  middle-income  families  and 
immigrants,  and  provided  a  significant  portion  of  the  rental-hous- 
ing supply.  Nor  is  it  likely  that  more  than  a  relatively  few  rental 
housing  units  will  be  provided  by  converting  large  apartments 
and  dwellings  into  smaller  units.  Few  very  large  houses  and  flats 
are  being  built  today. 

The  building  of  walk-up  apartments  and  even  of  elevator 
apartments  on  outlying,  vacant  sites  will  undoubtedly  continue. 
But  a  main  opportunity  for  sites  for  rental  housing  will  be  the 
existing  deteriorated  areas  in  the  middle  of  our  central  cities 
and  older  suburbs.  It  is  these  areas  which  provide  most  of  the 
advantages  of  access  to  work,  play,  and  shopping  sought  by  the 
largest  proportion  of  potential  renters.  Developers  are  beginning 
to  take  advantage  of  these  locations  and  to  provide  in  both  town 
houses  and  apartments  open  space,  play  areas,  and  other  features 
which  many  potential  residents  regard  as  crucial  requirements  in 
their  decision  to  rent  or  own. 

Blighted  areas  do  not  ordinarily  become  available  as  building 
sites  through  the  normal  processes  of  the  market,  but  public 
urban  renewal  agencies  can  clear  sites  and  make  them  available 
for  private  development  at  appropriate  land  prices.  Recognizing 
that  to  the  consumer  dwellings  are  inseparable  from  neighbor- 
hood amenities  and  services,  urban  renewal  officials  are  attempt- 
ing to  revitalize  whole  residential  areas  with  improved  transpor- 
tation, schools,  parks,  and  other  facilities  usually  desired  by  the 
consumer  and  hence  by  the  investor. 

Urban  renewal  agencies  and  the  business  and  civic  leaders  who 
serve  as  their  commissioners  should  face  the  issue  of  just  how  im- 
portant rental  housing  is  to  the  plans  for  the  development  of  their 
communities.  If  it  appears  to  be  an  essential  component  of  the 
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local  housing  supply,  they  must  make  decisions  now  about  a  num- 
ber of  critical  problems.  For  example,  should  sites  be  cleared  be- 
fore there  are  developers  to  build  on  them?  Which  services  and 
facilities  will  support  the  market  for  rental  housing  most  effec- 
tively? Can  rental  and  ownership  housing  be  intermingled  in  the 
same  area  and  reinforce  each  other  economically?  Which  sites,  if 
made  available  first,  would  best  satisfy  both  the  needs  of  the  in- 
vestor and  the  goals  of  the  municipal  government? 

The  upturn  in  rental  housing  construction  apparently  under 
way  by  1960  suggests  that  public  officials  and  investors  will 
more  and  more  consider  specifically  the  ways  whereby  urban 
renewal  and  rental  housing  can  reinforce  each  other. 


THE  FEDERAL  GOVERNMENT 


Chapter  13 
FEDERAL  CREDIT 


Federal  housing  programs  had  their  origin  in  the  banking 
crisis  and  unemployment  of  the  Depression  of  the  19305.  They 
have  since  been  modified  or  expanded  'with  subsequent  national 
emergencies  of  war,  reconversion,  and  recession.  Providing  shelter 
has  often  been  secondary  to  stimulating  or  curbing  the  national 
economy.  Federal  aid  has  mainly  taken  the  form  of  insuring 
deposits  in  savings  institutions  or  insuring  or  guaranteeing  mort- 
gages. Chartering  and  supervisory  activities  of  the  Home  Loan 
Bank  System,  direct  lending  under  emergency  programs  or  under 
the  guise  of  the  secondary  market  operations  of  FNMA  have 
made  important  contributions.  As  a  result,  35  to  50  per  cent  of 
postwar  residential  construction  has  been  directly  aided  by  FHA 
or  VA,  and  a  large  proportion  of  the  remainder  has  been  indirectly 
aided  by  Federal  deposit  insurance. 

These  aids  have  broadly  strengthened  the  position  of  private 
lenders  and  builders.  In  addition,  subsidized  public  housing  pro- 
grams have  provided  a  limited  amount  of  housing  for  low-income 
families.  In  the  19305,  these  programs  demonstrated  the  feasibil- 
ity of  slum  clearance  and  led  to  programs  to  foster  urban  re- 
development  and  renewal  in  the  19505,  with  Federal  and  local 
subsidies. 

While  Federal  aids  have  benefited  the  housing  market,  they 
reveal  duplication  of  effort  and  lack  of  coordination.  The  use  of 
housing  policy  as  a  countercyclical  device  for  stabilizing  the 
general  economy  has  been  at  the  cost  of  considerable  instability 
within  the  building  industry.  And  the  effects  of  these  swings  in 
housing  policy  upon  urban  growth  have  largely  gone  unexam- 
ined. 

A  clear  definition  of  national  housing  goals  and  policies  and  of 
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means  for  achieving  them  is  lacking.  A  'wise  government  would 
develop  and  pretest  new  kinds  of  housing  programs,  appropriate 
to  new  problems  rather  than  to  the  depression  years  in  which 
existing  programs  had  their  origin. 


In  American  politics,  disagreements  over  the  appropriate  role 
of  government  in  the  economy  are  relative:  how  much  action 
is  needed;  what  is  a  proper  level  of  taxes  or  public  debt;  which 
field  of  endeavor  is  more  important  than  another;  how  shall  aids 
be  distributed  and  to  whom.  The  evolution  of  Federal  aids  to 
housing  illustrates  all  of  these  problems.  It  reveals  a  hit-or-miss 
search  to  delimit  the  areas  where  public  action  can  best  aid  the 
economy,  to  balance  such  needs  against  their  costs,  and  to  define 
the  general  or  public  interest. 


Precursors:  1900  to 

Although  present  Federal  housing  programs  are  of  com- 
paratively recent  origin,  the  Federal  interest  in  housing  stems 
back  to  the  latter  part  of  the  nineteenth  century.  In  response  to 
local  interest  in  tenement  and  slum  problems  during  the  18905, 
congressional  hearings  were  conducted  on  problems  of  slums  and 
blighted  areas  in  the  major  cities  of  the  country.  These  hearings 
reflected  a  dawning  national  concern  but  they  did  not  lead  to 
any  governmental  program.  It  was  not  until  World  War  I  that 
the  Federal  government  took  direct  action  in  housing  and  then 
it  was  for  reasons  of  expediency.  The  Emergency  Fleet  Corpora- 
tion was  authorized  to  build  housing  for  war  workers  near  major 
shipyards.  Later  the  United  States  Housing  Corporation  was 
chartered  by  the  Department  of  Labor  to  build  additional  homes 
for  munitions  workers.  The  two  programs  produced  a  total  of 
some  15,000  dwellings  and  14,000  dormitory  units,  most  of  them 
completed  after  the  end  of  the  war.  These  units  were  later  sold, 
thus  ending  the  first  Federal  experiment  in  housing. 

The  acute  shortage  of  housing  after  that  war  produced  a 
flurry  of  congressional  bills,  none  of  them  enacted,  to  provide  a 
isystem  of  home  loan  banks  and  to  make  loans  to  veterans.  At  the 
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state  level,  New  York,  Massachusetts,  and  a  few  other  states 
authorized  local  tax  exemption  for  veterans'  housing.  Then,  dur- 
ing the  19205,  the  Department  of  Labor  continued  earlier  studies 
of  the  problems  of  housing  for  workers  and  the  Department  of 
Commerce  established  a  Division  of  Building  and  Housing  which 
conducted  studies  of  home  building  and  homeownership.  The 
U.S.  Bureau  of  Standards  developed  and  promulgated  uniform 
building  codes,  model  zoning  ordinances,  and  model  state- 
enabling  acts.  These  were  so  widely  adopted  by  states  and  local 
governments  during  the  late  19205  and  the  19308  that  they  stand 
as  the  legal  foundation  for  most  of  our  present  zoning,  building 
code  and  city  planning  practices. 


Home  Loan  Acts:  1932  to 

The  major  impetus  for  Federal  action  in  housing  came  as  a 
result  of  the  banking  crisis  and  unemployment  of  the  Depression 
years.  Residential  building  had  begun  to  decline  in  1925,  follow- 
ing the  mortgage  bond  debacle  of  the  mid-  19205.  The  bank- 
ruptcy of  a  number  of  old  and  respected  mortgage  bond  and 
mortgage  guarantee  corporations  resulted  in  part  from  fraudu- 
lent practices  in  the  financing  of  rental  housing  during  the  boom 
years.  By  1931,  it  had  become  apparent  that  home  building  was 
on  the  road  to  a  major  disaster  with  a  proportional  decline  in  ac- 
tivity far  exceeding  that  of  other  industries.  In  addition,  local 
mortgage-lending  institutions  were  in  deep  financial  trouble  and 
the  beginnings  of  the  banking  crisis  which  was  to  follow  were 
already  apparent. 

Because  of  these  difficulties  President  Herbert  Hoover  con- 
vened the  President's  Conference  on  Home  Building  and 
Home  Ownership,  held  in  Washington  in  1931  to  consider  the 
problems  of  the  home-building  industry.  The  eleven-volume 
report  of  the  Conference  is  a  monumental  compendium  on  the 
state  of  the  home-building  industry  and  of  mortgage  lending  at 
that  time  and  is  still  a  major  reference  source  on  the  condition 
of  the  industry  in  the  19205.  However,  the  Conference  produced 
no  major  conclusions  on  the  mortgage-lending  crisis.  It  divided 
sharply  among  those  who  demanded  government  action  to  res- 
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cue  the  collapsing  savings  and  loan  business,  those  who  preferred 
other  solutions  to  the  financial  crisis,  and  those  who  desired  no 
Federal  action  at  all. 

In  the  fall  of  1931,  despite  the  inconclusiveness  of  the  Con- 
ference's proceedings,  President  Hoover  recommended  that  the 
Congress  authorize  the  establishment  of  a  Home  Loan  Bank  Sys- 
tem to  provide  a  reserve  credit  facility  for  residential  mortgages. 
Savings  and  loan  associations  had  been  the  major  source  of  resi- 
dential financing  and  were  in  a  state  of  constructive  bankruptcy 
in  most  parts  of  the  country.  The  national  administration 
wavered  between  recommendations  for  a  central  mortgage  dis- 
count bank  serving  all  mortgage-lending  institutions  and  more 
restrictive  home  loan  bank  proposals  intended  to  serve  only  sav- 
ings and  loan  associations.  The  issue  acquired  increasingly  strong 
political  overtones  as  the  year  1932  progressed,  but  legislation 
was  finally  adopted  for  a  home  loan  bank  system  in  July,  1932. 
By  that  time  the  panic  in  mortgage  lending  had  spread  from 
savings  and  loan  associations  to  other  types  of  banking  institu- 
tions, and  mortgage  foreclosures  had  become  so  widespread  as 
to  constitute  an  urgent  national  problem. 

The  Home  Loan  Bank  Act  of  1932  authorized  the  establish- 
ment of  the  Federal  Home  Loan  Bank  System,  under  the  Home 
Loan  Bank  Board,  and  what  became  twelve  regional  Federal 
Home  Loan  Banks.  These  institutions  were  authorized  to  receive 
deposits  from  member  savings  and  loan  institutions  and  to  extend 
loans  to  them  in  time  of  financial  need. 

The  Home  Loan  Bank  Board  began  its  organizational  activity 
in  the  face  of  the  most  acute  financial  crisis  in  the  nation's 
history.  In  addition  to  the  problems  arising  from  the  seriousness 
of  that  crisis,  it  encountered  vigorous  opposition  from  those  parts 
of  the  industry  which  had  hoped  to  obtain  the  establishment  of  a 
central  mortgage  discount  bank  instead  of  the  more  limited  bank 
system  which  served  only  one  class  of  lending  institution.  The 
Home  Loan  Bank  System  proved  to  have  inadequate  powers  to 
meet  the  mortgage  difficulties  facing  the  nation. 

The  inauguration  of  the  New  Deal  under  President  Franklin 
D.  Roosevelt  was  quickly  followed  by  the  closing  of  the  banks 
throughout  the  country  and  their  reopening  under  Federal  super- 
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vision.  A  system  of  deposit  insurance  was  adopted,  guaranteeing 
the  security  of  deposits  in  commercial  and  savings  banks.  Tied 
to  these  measures  was  the  second  major  step  of  Federal  participa- 
tion in  housing  finance.  This  was  the  passage  of  the  Home 
Owners  Loan  Act  of  1933  which  led  to  the  establishment  of  the 
Home  Owners  Loan  Corporation,  empowered  to  buy  any  mort- 
gage threatened  with  foreclosure.  The  corporation  eventually 
became  the  largest  mortgage  lender  and  the  largest  single  property 
owner  in  the  history  of  the  United  States. 

The  act  had  two  purposes:  first,  to  save  the  homes  of  families 
which  were  threatened  with  foreclosure,  and  second,  and  more 
important,  to  provide  liquidity  to  banking  institutions.  At  the 
time  it  was  estimated  that  mortgages  were  being  foreclosed  at 
the  rate  of  1,000  per  day.  Hundreds  of  thousands  if  not  millions 
of  mortgages  had  already  been  foreclosed  and  the  appeal  of  sav- 
ing the  homeowner  was  a  powerful  one.  Many  banking  institu- 
tions were  in  solvent  condition  but  had  their  assets  tied  up  in 
mortgage  loans  which  they  were  unable  to  liquidate  to  meet  de- 
mands of  depositors. 

The  Home  Owners  Loan  Act  was  a  dramatic  step.  It  was 
predicted  that  the  Federal  government  would  lose  most  of  the 
money  which  it  was  to  loan.  The  Home  Owners  Loan  Corpora- 
tion received  1.8  million  loan  applications  totaling  $6  billion.  It 
completed  one  million  loans  in  an  amount  of  over  $$l/2  billion. 
Its  eventual  loan  authorization  was  $4.75  billion.  At  the  peak  of  its 
operations,  it  held  1 6  per  cent  of  the  mortgage  debt  of  the  country, 
and  owned  mortgages  on  10  per  cent  of  the  owner-occupied 
properties.  By  the  end  of  World  War  II,  the  Corporation  had 
fully  repaid  its  borrowings  from  the  Federal  Treasury  and  closed 
its  operations  a  few  years  later  showing  a  modest  profit. 

The  Home  Owners  Loan  Act  also  took  a  second  step  toward 
the  long-range  reform  of  the  savings  and  loan  business  by 
authorizing  the  Home  Loan  Bank  Board  to  issue  Federal  charters 
to  savings  and  loan  institutions  and  make  loans  to  such  institu- 
tions where  needed.  The  Board's  studies  had  shown  that  thou- 
sands of  communities  lacked  adequate  savings  and  loan  institu- 
tions and  that  other  areas  of  the  country  had  too  many  institu- 
tions which  were  of  too  small  size  for  efficient  management.  Fed- 
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eral  chartering  permitted  the  reorganization  of  these  smaller  as- 
sociations into  larger  and  more  effective  institutions  and  the  or- 
ganization of  new  institutions.  Using  HOLC  funds,  the  Federal 
Home  Loan  Bank  Board  subscribed  the  initial  share  capital  of 
newly  chartered  Federal  associations.  The  Federal  savings  and 
loan  system  was,  of  course,  part  of  a  longer-range  program  of  re- 
form aimed  at  the  strengthening  of  mortgage-lending  institu- 
tions. While  its  activities  grew  slowly,  by  1940  Federally 
chartered  savings  and  loan  associations  accounted  for  half  of  the 
assets  of  all  savings  and  loan  institutions.  By  1960,  the  1,873  Fed- 
eral savings  and  loan  associations  had  assets  of  more  than  $38  bil- 
lion, about  25  times  the  resources  of  the  Federally  chartered 
associations  sixteen  years  earlier. 

Since  the  19305,  however,  there  has  been  no  effort  to  review 
the  adequacy  of  our  system  of  savings  and  lending  institutions 
and  there  has  been  no  systematic  analysis  of  the  evolution  of  these 
institutions  under  conditions  of  a  rapidly  expanding  economy. 

The  National  Housing  Act:  1934 

The  Home  Loan  Bank  Act  launched  the  government  into  a 
long-range  program  to  reform  and  strengthen  the  savings  and 
loan  institutions.  The  Home  Owners  Loan  Act  provided 
emergency  relief  to  homeowners  and  to  mortgage-lending  in- 
stitutions. Neither  of  these  measures  had  been  effective,  how- 
ever, in  providing  an  adequate  stimulus  to  residential  construc- 
tion. Nor  had  they  provided  a  means  for  encouraging  the  flow  of 
loans  into  residential  building  from  other  classes  of  lending  in- 
stitutions. In  1934,  the  administration  and  Congress  turned  their 
attention  to  the  problem  of  stimulating  employment  in  residen- 
tial construction.  The  National  Housing  Act  of  1934  authorized 
the  establishment  of  a  system  of  mortgage  insurance  under  the 
Federal  Housing  Administration. 

To  achieve  its  objective  of  stimulating  employment,  Title  I  of 
the  act  authorized  Federal  insurance  of  short-term  loans  for  home 
repair  and  improvement.  This  insurance  was  offered  free  on  any 
loan  made  by  any  qualified  lending  institution  for  any  home  repair 
or  modernization  purpose.  It  encouraged  banks  and  other  lending 
institutions  throughout  the  country  to  extend  credit  to  home- 
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owners  for  the  purchase  of  plumbing  and  heating  equipment, 
home  modernization,  roofing,  and  other  forms  of  repair. 

To  stimulate  longer-range  expansion  in  residential  construc- 
tion, Title  II  of  the  act  authorized  the  establishment  of  an  in- 
surance fund  for  mortgages  on  homes  built  under  Federal  super- 
vision or  purchased  after  Federal  appraisal.  Under  the  act,  as  it  still 
operates,  the  prospective  homeowner  applies  to  a  local  mortgage 
lender  for  a  mortgage  loan.  The  loan  application  includes  evi- 
dence of  the  borrower's  credit  rating,  the  plans  for  the  house, 
and  an  appraisal  of  it.  The  FHA  field  office  reviews  the  plans, 
inspects  the  dwelling  during  construction,  appraises  the  prop- 
erty, and  rates  the  credit  risk  of  the  borrower.  If  it  approves  the 
mortgage  loan,  the  FHA  will  then  insure  the  loan  when  made  by 
the  applicant  lending  institution.  The  borrower  pays  a  l/2  per  cent 
insurance  premium.  The  insurance  premiums  are  pooled  in  an 
insurance  fund  maintained  by  the  FHA.  If  the  mortgage  subse- 
quently goes  into  default,  the  mortgage  lender  forecloses  the 
property,  turning  over  title  to  the  FHA.  The  FHA  pays  the 
mortgage  lender  the  outstanding  balance  on  the  mortgage  in 
debentures  and  sells  the  property  or  proceeds  against  the  original 
borrower  to  recover  its  losses. 

The  purposes  of  the  FHA  mortgage  insurance  system  were 
many.  First,  the  FHA  gave  commercial  and  savings  banks  and 
life  insurance  companies  a  form  of  Federal  aid  comparable  to 
that  granted  by  the  Home  Loan  Bank  System  to  savings  and  loan 
institutions.  Second,  it  improved  mortgage-lending  practices  and 
construction  standards.  The  depression  years  had  revealed  evi- 
dence of  lax  standards  of  appraisal,  inspection,  land  planning, 
and  mortgage  lending  which  had  intensified  the  foreclosure  crisis 
of  the  early  19305.  It  was  believed  that  the  FHA  system  with 
Federal  appraisals  and  minimum  property  standards  would  provide 
a  yardstick  for  conventional  lending  and  would  permit  the  gov- 
ernment to  establish  criteria  for  construction,  appraisal,  land  and 
site  planning,  and  design  which  would  be  followed  by  mortgage 
lenders  and  builders  generally. 

The  insured  mortgage  was  admirably  suited  to  the  needs  of 
national  mortgage  lenders,  including  life  insurance  companies* 
commercial  banks,  and  savings  banks.  Because  it  could  be  pur- 
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chased  and  sold  it  served  the  needs  of  institutions  which  required 
a  higher  degree  of  liquidity  than  that  available  in  conventional 
mortgage  loans.  Because  of  its  nationally  standardized  character- 
istics, it  could  provide  an  investment  outlet  for  those  Eastern  and 
Northern  institutions  which  had  excess  capital  available  for  in- 
vestment in  other  parts  of  the  country.  Because  it  was  subject  to 
a  national  interest  rate,  national  standards,  and  a  uniform  guaran- 
tee, it  could  be  an  instrument  serving  a  national  mortgage  market 
in  contradistinction  to  the  largely  local  mortgage  markets  which 
had  existed  before. 

These  three  characteristics  of  the  FHA-insured  mortgage  have 
had  continuing  advantages  to  both  the  consumer  and  the  lender. 
The  gain  is  in  mortgage  funds  available  in  all  parts  of  the  country 
at  a  standard  interest  rate,  longer  amortization  periods,  and  lower 
down  payments.  The  consumer  derives  an  indirect  benefit  in 
that  the  house  he  buys  has  been  inspected  or  appraised  by  a  Fed- 
eral agent.  While  the  owner  receives  no  guarantee  of  construc- 
tion quality  he  gets  some  assurance  of  minimum  construction 
standards. 

From  the  standpoint  of  the  lender,  the  gain  from  FHA  insur- 
ance is  in  the  safety  of  loans  at  higher  ratios  of  loan  to  value  and 
over  longer  amortization  periods  than  would  be  warranted  or 
permitted  on  conventional  and  uninsured  loans.  A  nation-wide 
system  of  appraisal,  inspection,  and  risk  rating  makes  it  possible 
for  local  servicing  agents  to  place  loans  and,  under  agreements 
to  service  them  for  a  fee,  to  sell  them  in  national  markets.  Not 
only  has  the  FHA  system  thus  opened  up  a  national  lending 
market,  bringing  credit  to  remote  areas  which  otherwise  would 
have  had  difficulty  in  obtaining  residential  mortgage  loans,  but 
it  has  equalized  the  competition  among  the  several  classes  of  lend- 
ing institutions  and  gone  far  toward  equalizing  mortgage  terms 
and  the  availability  of  mortgage  credit  in  the  various  parts  of  the 
country.  In  1959  almost  $7  billion  in  residential  loans  (the  bulk  of 
which  were  for  homes  rather  than  projects)  were  underwrit- 
ten by  the  FHA.  In  1960  the  total  was  more  than  $5.3  billion. 

The  National  Housing  Act  of  1934  also  authorized  the  charter- 
ing of  national  mortgage  associations  to  issue  debentures  based 
on  the  security  of  FHA-insured  mortgage  loans.  Despite  the  ap- 
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parent  attractiveness  of  the  plan,  and  several  efforts  to  assemble 
sponsors,  no  such  private  corporation  was  ever  organized,  largely 
because  the  low  level  of  home  building  and  high  level  of  saving 
during  the  prewar  and  war  years  enabled  existing  institutions  to 
meet  the  nation's  mortgage  credit  requirements.  However,  the 
Federal  National  Mortgage  Association  (FNMA)  was  chartered 
under  this  legislation  for  the  purpose  of  providing  a  secondary 
market  for  unusual  types  jof  FHA  loans.  The  FNMA  made 
mortgage  loans  and  held  them  until  the  projects  had  demon- 
strated their  earning  power  and  risk  characteristics.  In  most  in- 
stances these  loans  were  subsequently  resold  to  private  purchas- 
ers at  a  substantial  profit.  After  World  War  II,  the  FNMA 
became  a  vehicle  for  Federal  purchases  of  mortgages  under  a 
variety  of  circumstances  wholly  unrelated  to  its  original  pur- 
poses. 

The  United  States  Housing  Act:  1937 

The  next  major  step  in  Federal  aids  to  housing  was  the  adop- 
tion, in  1937,  of  the  United  States  Housing  Act  which  au- 
thorized the  nation's  first  long-range  program  of  aid  to  public 
housing  and  slum  clearance.  The  1937  act  had  been  preceded  by 
an  authorization  under  the  National  Industrial  Recovery  Act  in 
1933  for  the  Public  Works  Administration  to  make  loans  to  non- 
profit and  limited  dividend  housing  corporations  for  the  con- 
struction of  moderate  rental  apartments.  Less  than  a  score  of  ac- 
ceptable loans  had  been  made  in  the  first  year  and  a  half,  and  so, 
in  view  of  this  unproductive  experience,  the  Public  Works  Ad- 
ministration in  1934  started  another  program,  this  time  for  the 
direct  construction  of  low-rent  public  housing  projects  in  slum 
areas.  Some  sixty  projects  were  built  in  more  than  fifty  cities, 
each  located  in  a  former  slum  site  and  rented  to  families  of  mod- 
erate and  low  income. 

But  Federal  ownership  of  the  projects  had  created  administra- 
tive difficulties,  local  opposition,  and  eventually  legal  obstacles. 
The  result  was  the  Housing  Act  of  1937.  Under  this  act,  earlier 
difficulties  were  resolved  by  authorization  of  Federal  loans  and 
annual  subsidies  to  local  public  agencies  for  public  housing  where 
such  agencies  had  been  established  pursuant  to  state  enabling 
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legislation  and  municipal  action.  Since  passage  of  the  1937  act, 
almost  every  state  in  the  union  has  adopted  state  enabling  legisla- 
tion and  most  of  the  major  cities  of  the  country  have  authorized 
the  establishment  of  local  housing  authorities  for  the  purposes  of 
slum  clearance  and  the  provision  of  rental  housing  for  low-in- 
come families. 

The  provisions  of  the  United  States  Housing  Act  are  admin- 
istered by  the  Public  Housing  Administration  (PHA),  at  an  earlier 
time  the  United  States  Housing  Authority.  PHA  is  authorized 
to  make  loans  to  local  housing  authorities  for  the  construction  of 
public  housing  projects.  Upon  their  completion,  the  local  agency 
rents  the  dwellings  to  low-income  families.  Because  these  families 
can  afford  only  a  part  of  the  full  economic  cost  of  the  housing 
they  occupy,  the  difference  between  the  cost  and  rents  estab- 
lished in  accordance  with  family  need  is  met  by  a  subsidy.  The 
Federal  government  contributes  part  of  the  subsidy  in  the  form 
of  an  annual  grant  roughly  equal  to  the  debt  service  on  the  in- 
debtedness on  the  project.  The  local  government  contributes  the 
rest  of  the  subsidy  in  the  form  of  partial  tax  exemption  which 
equals  approximately  half  of  the  Federal  contribution.  Through: 
the  combination  of  Federal  grants,  local  tax  exemption,  low  in- 
terest rates  on  local  authority  bonds,  and  long  amortization; 
periods,  rents  are  reduced  to  levels  which  permit  even  very  low- 
income  families  and  many  charitable  cases  to  occupy  decent 
housing.  At  the  end  of  1960  there  were  460,629  locally  owned 
public  housing  dwelling  units  supervised  by  the  Public  Housing 
Administration. 

The  public  housing  program  was  our  first  national  attempt  to 
clear  slums  and  provide  new  housing  on  former  slum  sites. 
It  therefore  provided  the  first  model  for  a  larger  and  broader 
program  of  urban  redevelopment — our  present  urban  renewal 
program.  It  also  provided  a  workable  means  for  rehousing  low- 
income  families  in  safe  and  sanitary  housing,  an  essential  part  of 
any  broad-scale  program  of  urban  renewal  and  slum  clearance. 

War  and  Veterans  Housing 

The  housing  programs  developed  during  the  depression  years 
never  succeeded  in  stimulating  a  full  revival  of  home  building. 
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They  did,  however,  provide  systems  of  aid  which  endured 
through  the  war  and  postwar  years. 

The  outbreak  of  war  in  Europe  in  1939  and  the  resulting  arma- 
ment programs  led  to  a  revival  of  the  domestic  economy.  Home 
building  boomed  briefly  until  the  United  States  entered  the  war 
and  shortages  of  materials  and  labor  necessitated  curtailment. 
During  the  war  years  priorities  and  price  controls  limited  con- 
struction to  that  essential  for  the  war  effort.  FHA  insurance  was 
used  to  secure  private  construction  where  needed  for  war  work- 
ers. Direct  Federal  construction  of  temporary  housing  was  used 
in  emergency  situations.  National  programs  encouraged  the 
conversion  of  larger  dwellings  into  apartments  and  the  renting 
of  rooms  to  war  workers. 

One  of  the  important  wartime  achievements  was  the  establish- 
ment of  a  single  Federal  housing  agency  which  brought  to- 
gether some  dozen  agencies  scattered  in  several  Federal  depart- 
ments. The  National  Housing  Agency  regulated  the  wartime 
use  of  materials  used  in  housing,  and  later  developed  postwar 
housing  policies.  Its  administrator  participated  in  Cabinet  meet- 
ings and  was  the  President's  spokesman  on  housing  policies.  In 
1947,  the  National  Housing  Agency  became  the  Housing  and 
Home  Finance  Agency  (HHFA). 

A  second  noteworthy  wartime  development  was  the  coordi- 
nation of  housing  and  community  facilities  programs.  Wartime 
experience  demonstrated  that  the  provision  of  schools,  highways, 
health  and  recreation  facilities,  utilities,  and  stores  has  to  go  hand 
in  hand  with  the  provision  of  shelter.  As  a  result,  Federal  aids  to 
community  facilities  were  established,  some  of  which  continue  to 
be  administered  by  the  Housing  and  Home  Fnance  Agency. 

The  last,  and  most  important,  wartime  development  for  hous- 
ing was  authorization  by  Congress  in  1944  of  a  program  of 
home  mortgage  guarantees  for  veterans  to  be  administered  by  the 
Veterans  Administration.  With  12  million  returning  veterans,  3.5 
million  of  whom  had  families  and  no  separate  housing  accommo- 
dations, and  with  the  acute  housing  shortage  which  then  existed, 
it  was  evident  that  veterans'  housing  would  be  a  major  economic 
and  political  problem. 

Under  the  veterans  (G.I.)  loan  program  ex-servicemen  could 


230      HOUSING,   PEOPLE,   AND   CITIES 

purchase  houses  with  a  mortgage  of  up  to  100  per  cent  of  the 
cost.  The  mortgages  were  guaranteed  by  the  Veterans  Administra- 
tion without  the  payment  of  any  insurance  premium.  The  interest 
rate  on  such  loans  was  fixed  initially  at  4  per  cent  and,  because 
it  was  below  the  prevailing  level,  it  thus  conferred  upon  the  re- 
turning veteran  a  substantial  economic  benefit.  The  VA  system, 
although  drawing  upon  the  principles  so  successfully  demon- 
strated in  the  FHA,  lacked  the  FHA's  existing  organization  for 
the  approval  of  plans,  inspection  of  construction,  appraisal  of 
values,  and  rating  of  consumers'  credit  risks.  The  annual  volume 
of  VA-guaranteed  residential  loans  reached  a  peak  of  $7,154,000,- 
ooo  in  1955  and  declined  to  $1,984,000,000  in  1960. 


Postwar  Housing  Policies:  The  Housing  Act  of 

During  the  late  war  and  early  postwar  years,  the  Federal  gov- 
ernment and  numerous  private  groups  began  to  develop  pro- 
posals for  a  vast  expansion  of  the  housing  market  primarily  in  the 
belief  that  the  postwar  period  would  be  characterized  by  a  re- 
sumption of  the  conditions  of  depression  and  unemployment 
which  had  been  typical  of  the  prewar  period.  Many  Federal  pol- 
icies were  developed  on  this  assumption,  even  though  when  they 
were  finally  enacted  and  placed  in  operation  the  country  was  en- 
joying conditions  of  unparalleled  prosperity.  Thus  some  of  the 
major  features  of  the  Wagner-Ellender-Taft  bill,  later  the  Hous- 
ing Act  of  1949,  including  some  elements  adopted  in  1946,  1947, 
and  1948,  expressed  a  congressional  desire  to  encourage  expan- 
sion of  the  private  housing  market  by  providing  the  maximum 
possible  opportunity  to  private  builders  and  mortgage  lenders 
to  extend  mortgage  terms  to  prospective  homeowners  even  at 
considerable  risk.  Indeed,  by  low  down  payments  and  the  exten- 
sion of  amortization  periods  under  the  FHA  Title  II  insurance 
program,  the  Federal  government  aided  fourteen  privately  built 
homes  for  each  publicly  built  home  in  both  the  prewar  and  post- 
war periods.  Comparable  improvements  were  made  in  the  terms 
available  for  FHA  mortgage  insurance  on  rental  housing  of  the 
limited  dividend  type. 

The  Housing  Act  of  1949  was  enacted  after  four  years  of  vig- 
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orous,  and  at  times  bitter,  debate.  The  chief  controversies  were 
over  public  housing  and  urban  redevelopment.  The  Title  I  ur- 
ban redevelopment  program  authorized  $500  million  in  Fed- 
eral grants  and  $i  billion  in  Federal  loans  to  enable  local  govern- 
ments to  acquire  and  clear  slum  areas. 

Under  the  terms  of  the  legislation  a  local  redevelopment 
agency  may  obtain  loans  and  a  contract  for  capital  grants  to  en- 
able it  to  acquire  and  clear  a  blighted  area.  After  acquisition  and 
clearance  of  the  slum,  the  community  is  required  to  install  pub- 
lic improvements  necessary  for  the  new  use  and  to  sell  the  land 
for  housing,  commercial,  industrial,  or  public  developments. 
The  cost  of  land  acquisition  and  clearance  in  blighted  areas 
usually  exceeds  the  reuse  value  of  the  land.  The  resulting  loss 
requires  a  subsidy  of  which  the  Federal  government  pays  two- 
thirds  and  the  local  government  one-third.  The  redevelopment 
program  also  includes  authorizations  for  the  acquisition  and  de- 
velopment of  land  which  has  remained  vacant  because  of  some 
topographic,  title,  or  other  defect.  Originally  the  program  au- 
thorized the  clearance  of  residential,  industrial,  and  commercial 
blighted  areas  only  if  a  residential  use  was  involved  before  or 
after  acquisition:  Residential  slums  could  be  cleared  for  nonresi- 
dential  purposes;  nonresidential  blighted  areas  could  be  cleared 
for  residential  purposes.  This  provision  was  later  changed  to  re- 
move the  residential  qualification  in  part. 

The  Housing  Act  of  1949  also  recognized  that  public  hous- 
ing is  an  essential  part  of  a  comprehensive  local  rebuilding  plan 
in  order  to  provide  housing  for  families  of  low  income  and 
particularly  for  those  dislocated  as  a  result  of  slum  clearance  and 
other  public  works  programs.  The  act,  subsequently  cut  back, 
authorized  a  program  of  810,000  units  of  public  housing  spread 
over  a  six-year  period  at  the  rate  of  135,000  units  per  year.  With 
minor  modifications,  the  revised  public  housing  program  cor- 
responded to  that  authorized  by  the  Housing  Act  of  1937. 

The  1949  act  also  authorized  a  broad  housing  research  pro- 
gram. Put  into  operation  the  following  year,  it  was  first  curtailed 
and  then  eliminated  by  appropriations  actions  in  1951  and  1952. 
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The  Housing  Act  of  1954 

Because  all  housing  legislation  thus  far  had  been  adopted 
under  Democratic  administrations  there  was  some  question  after 
the  1949  act  as  to  whether  the  legislation  described  above  was  in 
fact  bipartisan  in  character  and  represented  settled  national  pol- 
icy. 

After  the  inauguration  of  the  Republican  administration  of 
President  Eisenhower  in  1953,  that  administration  reviewed  al- 
ternatives for  housing  policy  through  a  broadly  representative 
President's  Advisory  Committee  on  Government  Housing  Pol- 
icies and  Programs.  The  Committee's  published  report  corre- 
sponds in  many  ways  to  the  studies  and  findings  of  the  earlier 
subcommittee  on  postwar  housing  under  the  leadership  of  Sena- 
tor Taft  and  of  the  National  Housing  Agency.  The  policies  out- 
lined by  the  committee,  and  later  recommended  to  Congress  by 
the  President  and  embodied  in  the  Housing  Act  of  1954,  con- 
firmed and  endorsed  all  the  major  features  of  earlier  housing 
legislation  and  enlarged  and  extended  many  of  the  programs  in 
important  respects.  The  1954  act  clearly  symbolized  the  perma- 
nent bipartisan  character  of  Federal  aids  to  housing,  although 
controversy  continues  regarding  emphasis  and  size  of  program. 

The  most  important  extension  authorized  by  the  Housing  Act 
of  1954  was  an  enlargement  of  the  concept  of  urban  redevelop- 
ment to  include  rehabilitation,  conservation,  and  other  steps  short 
of  clearance  as  parts  of  a  comprehensive  program  for  the  renewal 
of  cities.  The  urban  renewal  program  encourages  local  com- 
munities not  merely  to  clear  slum  and  blighted  areas  but  also  to 
develop  programs  for  the  rehabilitation  and  modernization  of 
areas  which  are  declining  but  are  not  ready  for  clearance,  and 
the  conservation  of  areas  which  are  threatened  with  blight  and 
may  require  spot  clearance,  rehabilitation,  or  code  enforcement 
measures.  These  concepts,  now  included  in  the  broader  term  of 
urban  renewal,  had  been  developed  earlier  in  several  cities,  no- 
tably Baltimore,  Chicago,  and  Philadelphia. 

In  order  to  develop  broad  local  responsibility  and  support  for 
urban  renewal,  the  1954  act  required  localities  receiving  Federal 
aid  for  their  projects  to  develop  comprehensive  workable  pro- 
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grams.  The  workable  program  includes  the  following  elements: 

1.  Effective  local  codes  and  zoning  ordinances 

2.  A  master  plan  for  the  community's  development 

3.  An  analysis  of  neighborhoods,  determining  their  need  for 
renewal 

4.  Effective  administrative  organization  for  the  execution  of 
programs  and  for  code  enforcement 

5.  Adequate  local  financing  resources 

6.  Available  suitable  housing  to  accommodate  displaced  fam- 
ilies 

7.  Active  citizen  participation  and  support 

The  public  housing  features  of  the  Housing  Act  of  1954, 
aside  from  minor  perfecting  amendments,  served  merely  to  main- 
tain the  public  housing  program  at  the  low  level  of  operation 
which  had  characterized  it  during  the  last  years  of  the  Demo- 
cratic administration.  Since  this  feature  of  national  housing  pro- 
grams had  always  been  highly  controversial,  its  continuation 
under  a  Republican  administration  confirmed  its  bipartisan  sup- 
port. 

The  third  major  feature  of  the  Housing  Act  of  1954  dealt  with 
the  problem  of  a  government-supported  secondary  market  for 
insured  and  guaranteed  mortgages.  These  activities  were  cen- 
tered in  the  Federal  National  Mortgage  Association,  then  a  wholly 
government-owned  corporation  which  was  originally  chartered 
under  the  terms  of  the  National  Housing  Act  of  1934.  Although 
first  conceived  as  a  private  and  fringe-purpose  activity,  FNMA 
had  become  a  public  and  major-purpose  activity  by  a  process  of 
evolution  and  improvisation.  During  the  prewar  and  early  war 
years,  FNMA  engaged  in  intermittent  purchases  of  FHA-in- 
sured  mortgages  where  private  mortgage  money  was  not  readily 
forthcoming  because  of  local  credit  shortages  or  the  risky  char- 
acter of  a  project. 

These  fringe  purposes  attracted  no  particular  attention  until 
the  early  postwar  years  when  "Fanny  May"  (as  the  FNMA  is 
called)  began  to  engage  in  heavy  mortgage  purchases  to  meet 
the  needs  for  veterans  housing  loans  in  rural  areas  and  for  rental 
housing  projects.  In  the  years  1948  to  1950,  when  mortgage  in- 
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terest  rates  rose  slightly,  the  4  per  cent  maximum  interest  rate 
on  VA-guaranteed  loans  became  unattractive  to  mortgage  lend- 
ers. Congress  and  the  administration  were  unwilling  to  raise 
the  allowable  interest  rate  on  G.I.  loans  and  the  mortgage 
lenders  were  unwilling  to  lend  freely  at  the  authorized  4  per 
cent  rate.  In  order  to  prevent  a  sharp  curtailment  in  the  G.I.  loan 
program,  "Fanny  May"  was  authorized  to  purchase  loans.  In 
three  years  it  issued  commitments  to  buy  $2.7  billion  in 
mortgage  loans,  largely  those  guaranteed  under  the  G.I.  pro- 
gram. These  commitments  were  nearly  ten  times  the  total  com- 
mitments issued  by  "Fanny  May"  during  the  preceding  decade 
and  they  made  "Fanny  May"  a  major  element  in  the  resi- 
dential mortgage  market.  In  the  years  1951  to  1954,  "Fanny  May" 
issued  commitments  averaging  $600  million  per  year.  As  a  con- 
sequence of  these  actions  and  intermittent  sales,  the  "Fanny  May" 
portfolio  rose  from  $200  million  in  1948  to  $2.4  billion  in  1954 
and  to  over  $6.3  billion  in  1960,  an  all-time  high. 

The  debate  over  the  appropriate  role  of  the  Federal  govern- 
ment in  the  so-called  secondary  mortgage  market  raged  bitterly 
during  these  years,  as  Charles  Haar  shows  in  his  study  in 
this  series,  Federal  Credit  and  Private  Housing.  In  general,  veteran 
and  builder  groups  contended  that  the  veteran  had  the  "right" 
to  a  4  per  cent  mortgage  loan  and  the  government  had  an  obliga- 
tion to  sustain  this  rate,  if  necessary  by  making  direct  mortgage 
loans  or  what  was  economically  the  same  thing — commitments 
to  purchase  mortgage  loans  from  private  lending  agencies. 

Home  builders  generally  adopted  the  position  that  the  Federal 
government  was  under  no  obligation  to  make  direct  mortgage 
loans  but  that  it  was  under  an  obligation  to  provide  a  steady  and 
ample  flow  of  mortgage  funds.  Bankers,  on  the  other  hand, 
argued  that  the  Federally  fixed  interest  rates  inevitably  pro- 
duced difficulties  over  yields  in  the  mortgage  market  which 
would  alternately  attract  private  mortgage  lenders  and  then 
drive  them  out  of  government-guaranteed  and  -insured  mortgage 
lending. 

President  Eisenhower's  Advisory  Committee  on  Government 
Housing  Policies  and  Programs  and,  later,  the  administration 
adopted  a  compromise  solution  on  the  problem  of  the  govern- 
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ment  secondary  market.  The  Housing  Act  of  1954  changed  the 
Federal  National  Mortgage  Association  to  a  quasi-public  corpora- 
tion. Borrowers  were  required  to  buy  shares  in  "Fanny  May's" 
stock  currently  equivalent  to  i  per  cent  of  borrowings.  The 
Treasury  supplied  the  rest  of  the  capital  stock.  The  corporation 
was  authorized  to  borrow  directly  from  private  lenders  on  the 
security  of  its  mortgage  portfolio.  Since  a  decade  or  more 
would  elapse  before  the  share  investments  of  private  stock- 
holders reached  significant  levels,  this  change  of  the  organiza- 
tion of  the  corporation  was  largely  a  semantic  one  involving  no 
real  difference  in  economic  policy. 

The  Housing  Act  of  1954  failed  to  take  any  decisive  position 
on  the  appropriate  long-range  role  of  the  Federal  government 
in  the  secondary  mortgage  market.  Despite  this  fact,  it  is  clear 
that  an  impressive  body  of  experience  and  custom  has  developed 
during  the  decade  of  the  19505  which  would  make  it  exceedingly 
difficult  for  the  Federal  government  to  extricate  itself  from  what 
amounts  to  direct  mortgage  lending  on  a  very  large  scale  in  times 
of  mortgage  credit  shortage. 

During  the  postwar  period,  another  group  of  lesser  activities 
also  became  fairly  permanent  parts  of  the  Federal  government's 
program  of  aid  to  housing.  The  College  Housing  Program  au- 
thorizes loans  at  favorable  interest  rates  to  colleges  and  uni- 
versities for  the  construction  of  dormitories  for  college  students 
and  faculty.  There  is  a  similar  program  of  loans  for  community 
facilities,  continuing  several  programs  which  had  been  carried  on 
under  various  authorizations  since  1932;  a  program  for  the  ad- 
vanced planning  of  public  works;  and  a  program  of  grants  to 
local  communities  or  states  on  a  matching  basis  for  metropolitan 
or  city  planning,  and  for  demonstrations  of  urban  renewal  tech- 
niques. The  Voluntary  Home  Mortgage  Credit  Program  helps 
obtain  private  mortgage  credit  for  FHA-insured  and  VA-guar- 
anteed  loans  in  areas  of  capital  shortage. 

During  the  years  following  1953,  tne  Housing  and  Home  Fi- 
nance Agency  was  reorganized  to  include  five  major  organiza- 
tional units.  These  are  the  Federal  Housing  Administration,  the 
Public  Housing  Administration,  the  Urban  Renewal  Administra- 
tion, the  Federal  National  Mortgage  Association,  and  the  Com- 
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munities  Facilities  Administration.  The  Office  of  the  Administra- 
tor of  HHFA  coordinates  and  supervises  the  operation  of  these 
constituents.  The  Home  Loan  Bank  Board  and  its  affiliated  agen- 
cies were  removed  from  the  Housing  and  Home  Finance  Agency 
by  congressional  action  in  1955  at  the  insistence  of  savings  and 
loan  organizations. 

The  Impact  of  Other  Government  Policies 

This  brief  history  of  the  Federal  government's  direct  inter- 
vention in  housing  describes  only  some  of  its  policies  which 
influence  housing.  More  general  policies  of  government  may 
have  an  equal  or  greater  impact  upon  the  housing  industry.  Of 
these  the  most  important  are  tax  policy,  fiscal  and  monetary  pol- 
icy, and  selected  aspects  of  defense,  natural  resources,  and  trans- 
portation policy.  Some  of  the  most  important  of  these  are  iden- 
tified briefly  here. 

Tax  policies  of  the  Federal  government  have  a  profound  influ- 
ence on  the  housing  industry.  Perhaps  the  most  direct  are  Fed- 
eral income  tax  allowances  for  local  property  taxes,  interest 
payments,  and  the  deferment  of  capital  gains  taxes  on  owner- 
occupied  houses.  In  combination  these  features  of  the  personal 
income  tax  make  the  Federal  government  contribute,  through 
tax  deductions,  a  fifth  or  more  of  the  costs  of  homeownership, 
depending  upon  the  income  tax  bracket  of  the  individual.  For 
example,  a  person  with  a  $12,000  income  in  the  marginal  30  per 
cent  rate  group,  owning  a  home  bought  at  $23,000  with  a  $20,- 
ooo  mortgage  and  a  $400  local  property  tax  bill,  would  find  the 
government  contributing  roughly  $40  a  month  to  his  housing 
expense.  No  comparable  deductions  are  available  for  the  person 
who  rents  his  dwelling.  If  the  homeowning  family  has  owned 
the  house  for  a  decade,  and  enjoyed  an  inflationary  gain  in  the 
value  of  the  property,  it  faces  a  substantial  capital  gain  tax  unless 
it  continues  to  own.  Tax  policies  like  these  have  contributed 
substantially  to  the  growth  of  homeownership  in  recent  years. 

On  the  other  hand,  Federal  corporate  income  tax  policies 
probably  do  not  go  far  enough  in  distinguishing  the  peculiar  po- 
sition of  home  builders.  Building  differs  from  other  manufac- 
turing enterprise  in  its  lack  of  heavy,  fixed,  long-term  capital  in- 
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vestment,  and  the  resulting  absence  of  opportunity  for  advan- 
tageous depreciation  accounting.  Perhaps  tax  policy  should  be 
used  to  encourage  greater  investment  in  building  corporations. 
There  have  been  efforts  to  convert  building  profits  into  capital 
gains,  but  they  do  not  match  the  incentives  built  into  the  tax 
laws  in  other  fields,  notably  by  depletion  allowances. 

Furthermore,  the  distribution  of  tax  resources  among  Federal, 
state,  and  local  governments  in  this  country  seriously  affects  the 
economic  position  of  housing.  For  historical,  political,  and  tech- 
nical reasons  the  Federal  government  draws  its  major  revenues 
from  personal  and  corporate  income  taxes.  This  leaves  local 
government  largely  dependent  upon  the  real  property  tax,  a  tax 
which  falls  heavily  on  housing.  Federal  and  state  budgets, 
though  drawn  primarily  from  urban  areas,  are  spent  largely  in 
rural  and  farm  areas.  Thus  the  net  effect  of  state  and  Federal 
grants  does  not  appreciably  diminish  local  government's  depend- 
ence on  the  property  tax. 

National  fiscal  and  monetary  policies  have  dramatic  effects  on 
the  housing  economy.  The  short-run  monetary  policies  of  the 
Treasury  and  the  Federal  Reserve  Board  alternately  reduce  or 
increase  the  cost  and  availability  of  mortgage  credit,  and  the 
volume  of  building.  Long-range  policies  of  inflation  or  deflation 
materially  alter  the  equity  position  of  homeowners  and  the  se- 
curity or  value  of  mortgage  loans. 

Other  national  policies  may  have  less  sweeping  effects,  but 
the  location  of  defense  plants,  for  example,  may  mean  rapid 
growth  for  some  areas  and  decline  for  others.  River  and  power 
developments  can  have  similar  consequences.  And  the  national 
highway  program  may  double  or  triple  the  geographic  spread  of 
the  suburbs  of  cities  within  two  decades,  just  as  failure  to  provide 
corresponding  aids  for  rail  transportation  may  eventually  mean 
the  decline  of  central  areas  of  some  cities. 

The  Growing  Role  of  Government  Aids 

Unquestionably  the  most  significant  factor  in  housing  finance  in 
the  last  twenty-five  years  has  been  the  emergence  of  the  Federal 
government  as  a  major  force  in  the  housing  industry.  Starting 
from  relatively  small  beginnings  in  the  depression  years,  Federal 
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aids  to  housing  now  affect  35  to  50  per  cent  of  all  new  residential 
building.  The  proportion  of  new  residential  construction  which 
is  directly  aided  by  FHA  mortgage  insurance  and  VA  mortgage 
guarantees  is  shown  in  Chart  18.  The  proportion  varies  widely 
from  year  to  year  but  has  ranged  from  a  third  to  a  half  of  all  new 
residential  construction  during  the  postwar  years.  In  addition  to 
these  more  directly  measurable  aids,  a  very  large  proportion  of 
the  remaining  new  residential  construction  is  financed  through 
savings  institutions  whose  deposits  are  insured  by  the  Federal 
government.  Thus,  the  direct  and  indirect  impact  of  Federal 
aids  on  housing  accounts  for  a  majority  of  all  new  houses  built 
and  may  affect  three-quarters  of  the  total  in  some  years. 
Federal  aid  for  the  refinancing  of  the  existing  supply  of  hous- 


Chart  18.  Proportion  of  permanent  nonfarm  dwelling  unit  starts  aided 
by  Federal  government,  1935-1959 
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ing  has  always  been  proportionally  less  significant  than  that  for 
new  housing.  Nevertheless,  insured  and  guaranteed  mortgages 
probably  account  for  more  than  a  quarter  of  outstanding  mort- 
gage indebtedness  on  older  houses;  the  total  outstanding  insured 
and  guaranteed  portfolio  in  1960  accounted  for  a  third  of  total 
mortgage  indebtedness. 

Despite  recurrent  concern  with  the  role  of  housing  in  the  na- 
tional economy,  it  is  notable  that  national  housing  policy  has 
usually  failed  to  be  a  significant  factor  for  promoting  stability  in 
the  national  economy.  The  volume  of  Federal  participation  in 
residential  building  varies  closely  with  the  volume  of  economic 
activity  generally,  tending  to  rise  as  business  conditions  improve 
or  to  decline  or  stay  at  low  levels  as  business  conditions  deterio- 
rate, although  housing  starts  did  move  countercyclically  in  the 
earlier  postwar  recessions  and  expansions. 

The  housing  programs  of  the  19305  pioneered  in  methods  in- 
tended to  stimulate  a  large  volume  of  employment  but  were  un- 
successful in  reaching  this  objective.  There  is  considerable  evi- 
dence today  that  the  housing  aids  used  to  help  solve  the  postwar 
shortages  of  housing  contributed  as  much  to  inflation  as  they  did 
to  the  solution  of  the  housing  problems  of  returning  veterans.  In 
1950  and  in  other  years,  when  housing  was  looked  to  as  a  device 
to  curb  inflationary  pressures,  Federal  policies  failed  to  curb 
housing  booms  until  the  inflationary  pressure  was  well  past  its 
peak. 

But  the  evolution  of  Federal  housing  aids  from  1932  on  is 
characterized  by  a  growing  recognition  of  the  complex  phenom- 
ena with  which  the  aids  deal.  If  there  is  still  little  recognition  of 
the  close  relationship  between  the  supply  of  existing  housing  and 
the  supply  of  new  housing  or  between  housing  in  central  cities 
and  housing  in  suburban  areas,  such  a  device  as  the  workable 
program,  required  as  a  part  of  urban  renewal,  is  helping  to  clarify 
the  separate  but  complementary  roles  of  the  Federal  and  local 
governments  and  private  enterprise. 

One  of  the  most  notable  features  of  Federal  aids  to  housing 
finance  is  their  almost  total  reliance  on  private  sources  of  funds. 
More  than  90  per  cent  of  Federal  financial  aids  to  housing  to 
date  have  been  drawn  from  private  sources  through  private  in- 
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stitutional  savings  channels.  Indeed,  our  system  of  mortgage- 
lending  aids  is  largely  a  system  of  aids  to  various  classes  of 
mortgage-lending  institutions.  Much  of  the  evolution  of  all  Fed- 
eral aids  to  housing  can  be  attributed  to  competition  among  these 
lending  institutions  for  Federal  benefits  which  would  improve 
their  position  vis-a-vis  other  classes  of  lenders. 

Federal  aids  have  had  three  major  effects  on  the  sources  of 
funds  for  mortgage  loans.  They  have  strengthened  local  lending 
institutions,  they  have  provided  a  type  of  mortgage  instrument 
which  enables  national  savings  institutions  to  lend  fairly  readily 
on  a  nation-wide  basis,  and  they  have  developed  a  type  of  mort- 
gage instrument  which  enables  major  credit  sources,  such  as 
commercial  banks,  to  enter  the  mortgage  market  with  greater 
ease  than  in  the  past. 

While  these  institutional  developments  have  brought  huge  ad- 
ditional sources  of  capital  into  the  mortgage  market,  and  have 
thus  enlarged  the  sources  of  capital  potentially  available  to  the 
housing  industry,  they  have  also  contributed  to  the  instability  of 
the  flow  of  funds  into  housing.  It  has  been  argued  that  if  the 
yield  on  government-insured  and  -guaranteed  mortgages  were 
free  to  follow  the  market  rate,  instability  would  be  considerably 
reduced.  On  the  other  hand,  it  is  contended  that  Federal  aids 
should  not  be  made  available  to  mortgages  with  uncontrolled  in- 
terest rates.  During  the  early  postwar  years  when  mortgage 
funds  were  abundant  and  insured  and  guaranteed  mortgages 
were  selling  at  substantial  premiums,  there  was  evidence  that  in- 
stitutional factors  make  mortgage  interest  rates  quite  sticky  and 
very  slow  to  respond  to  changes  in  the  money  market.  This  his- 
tory encourages  the  belief  that  a  number  of  institutional  factors, 
including  consumers'  expectations,  the  needs  of  lenders  to  serv- 
ice other  industries  as  well  as  housing,  and  the  desire  for  a  di- 
versification of  portfolio,  may  be  influences  resisting  flexibility 
in  mortgage  interest  rates  and  tending  to  produce  ample  funds 
for  housing  investment  at  some  periods  and  shortages  at  other 
periods. 

On  the  other  hand,  as  pointed  out  above,  fixed  interest  rates 
on  government-insured  and  -guaranteed  mortgages  have  made 
mortgage  credit  available  in  the  South  and  West  for  the  first 
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time  on  terms  approximating  the  terms  available  in  the  North  and 
East.  During  the  postwar  years  the  opportunities  opened  to  larger 
capital  pools  to  lend  on  a  national  basis  through  insured  and  guar- 
anteed mortgages  have  also  served  to  equalize  the  flow  of  funds 
to  different  parts  of  the  country  and  to  eliminate  some  of  the 
most  acute  shortages  of  mortgage  funds  which  formerly  existed 
in  the  so-called  debtor  areas  of  the  country.  Although  the  com- 
petitive effects  of  insured  and  guaranteed  mortgages  have  not 
eliminated  interest  differentials  between  different  parts  of  the 
country  on  conventional  loans,  they  have  reduced  the  differen- 
tials which  formerly  existed. 

The  three  decades  of  Federal  housing  activity  are  character- 
ized by  dramatic  changes,  remarkable  successes,  and  dismal 
failures.  Federal  efforts  to  make  fundamental  changes  in  the 
structure  of  housing  finance  established  institutions  of  unprece- 
dented strength  requiring  little  continuing  aid.  But  once  en- 
trenched, these  institutions  have  resisted  changes  in  credit  prac- 
tices. 


Chapter  14 

THE  FUTURE  OF  FEDERAL 
POLICY 


Federal  credit  policies  in  housing  have  been  used  to  counter 
economic  trends  at  the  expense  of  the  stabilization  of  the  housing 
industry.  Since  these  countercyclical  policies  appear  to  have 
failed  or  to  be  unattainable,  an  alternative  policy  of  stabilizing 
residential  construction  volume  at  a  level  commensurate  with 
population  growth  and  obsolescence  rates  should  be  tried.  Such 
a  policy  would  require  a  reconsideration  of  existing  programs, 
eliminating  some  and  adding  others. 

Stabilizing  residential  building  at  a  high  volume  would  re- 
quire an  expansion  of  the  private  housing  market  so  that  more 
of  the  population  could  share  widely  in  new  sales  or  rental  hous- 
ing. Such  a  policy  would  require  reductions  in  costs  of  construc- 
tion, operation,  land,  and  financing,  diversification  of  product, 
expansion  of  rental  construction,  and,  probably,  new  forms  of 
government  insurance  or  loans.  Present  mortgage  insurance  and 
guarantee  programs  were  conceived  to  be  actuarially  sound,  but 
they  have  been  increasingly  directed  toward  social  objectives 
for  which  they  are  ill  adapated.  They  might  better  be  curtailed  or 
redirected  toward  attainable  objectives  while  new  programs  de- 
signed to  serve  more  essential  purposes  are  adopted.  An  expan- 
sion of  market,  financial,  and  technological  research  would  assist 
in  clarifying  the  aims  and  methods  of  Federal  credit  aids,  and 
in  distinguishing  areas  requiring  aid  from  those  which  the  mar- 
ket can  now  serve. 
242 
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There  is  wide  agreement  in  the  United  States  that  housing  is 
not  just  another  economic  good,  but  a  social  necessity  requiring 
public  regulation  and  affirmative  assistance.  Just  as  most  organ- 
ized groups  from  labor  to  bankers  accept  the  need  for  municipal 
controls  over  housing  and  urban  development,  using  the  police 
power  to  protect  health,  safety,  and  welfare,  they  have  come 
also  to  accept  Federal  credit  aids  as  essential  to  maintain  and 
enlarge  the  production  of  new  houses  and  to  aid  the  rehabilita- 
tion of  old,  in  order  to  provide  an  adequate  supply  of  housing. 

Under  these  circumstances  there  is  little  prospect  that  govern- 
ment intervention  in  housing  will  be  reduced  or  terminated.  But 
there  is  still  much  debate  on  a  wide  range  of  choices  as  to  the 
specific  purposes  and  methods  of  housing  credit  aids,  and  as  to 
how  they  shall  be  administered  and  who  will  benefit  directly  or 
indirectly  from  them. 

Is  the  primary  objective  the  replacement  of  slums  or  the  pro- 
vision of  housing  for  low-income  families?  Is  it  the  stabilization 
of  the  building  cycle,  or  the  lessening  of  unemployment  in  times 
of  recession?  Should  housing  objectives  be  achieved  through  a 
larger  volume  of  construction  for  higher-income  families  who 
require  only  a  little  help,  or  for  lower-income  families  with  more 
urgent  needs,  but  requiring  substantial  subsidies?  How  much 
housing  must  be  provided  by  public  agencies,  and  how  much 
can  be  provided  by  private  business?  Each  of  these  questions  il- 
lustrates choices  in  policy  which  are  open  for  discussion.  Each 
choice  offers  different  benefits  at  different  costs.  Some  objec- 
tives, and  some  methods,  may  be  in  conflict,  as  when  we  want 
to  maintain  a  large  stock  of  housing  for  low-income  families,  and 
at  the  same  time  to  clear  slums  in  order  to  rebuild  cities. 

Federal  policies,  adopted  over  a  thirty-year  period,  reflect  the 
political  responses  of  different  times.  Each  has  tended  to  become  a 
"permanent"  program,  supported  by  its  particular  beneficiaries. 
It  is  essential,  therefore,  that  all  policies  be  reviewed  periodically 
in  order  to  make  sure  that  each  is  essential,  is  the  most  efficient 
means  for  achieving  a  desired  end,  and  is  consistent  with  the  oth- 
ers. In  such  a  review,  competing  claims  must  be  reconciled  and 
adjusted. 
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TABLE  9.     GROSS  PUBLIC  CREDIT  USED  UNDER  FEDERAL  NONFARM  HOUSING 
PROGRAMS:  1933-June  30,  1957  (in  millions  of  dollars) 


Authority  to  make  loans, 

grants,  purchase  mortgages, 

insure  loans  and  expend 

from  public  debt  receipts 


Total 

current 

authority 


Cumulative 

gross 

total 

authority 

used 


Urban  Renewal 

Loans $  1,000 

Capital  grants 1,350 

Federal  National  Mortgage  Association ....  5,523 

Public  Housing 

Loan  authorizations 1,500 

Grants  and  appropriations 336 

College  Housing 925 

Public  Works  and  Planning0 32 

Federal  Housing  Administration 

Home  improvement  insurance 1,750 

Mortgage  insurance 28,084 

Defense,  War,  and  Other  Emergency 

housing  and  public  works6 

Home  Loan  Bank  Board 

Federal  Home  Loan  Banks 1,000 

Federal  Savings  and  Loan  Insurance 

Corporation 750 

Home  Owners  Loan  Corporation 
Veterans  Administration 

Guaranteed  loans 

Direct  loans 881 

Total..  $43,131 


£      132 
105 

4,246 

4,584 
400 
214 

87 

10,147 
34,829 

2,587 


3,499 

22,477 
672 


$83,979 


0  Does  not  include  miscellaneous  appropriations  or  administrative  expenses. 

6  Appropriations  included. 

c  Limited  only  by  number  of  veterans  using  aid. 

Source:  Adapted  from  Congressional  Record,  July  11,  1958,  p.  12,319. 
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During  the  postwar  years  the  FHA  assisted  nearly  one-third 
of  new  mortgage  lending.  FHA  and  VA  together  aided  about 
40  per  cent  of  all  mortgages  issued  in  the  period  of  1948-1958. 
The  total  Federal  loan,  grant,  and  insurance  authorizations  from 
1933  to  mid-1957  exceeded  $83  billions,  as  is  shown  in  the  ac- 
companying table.  Less  than  $3  billion  represent  appropriations 
of  tax  dollars,  the  rest  being  for  loan  or  insurance  authorizations, 
largely  supported  by  income  or  offset  by  assets  such  as  mort- 
gages. Ninety  per  cent  of  the  total  derives  from  postwar  activity. 

Under  these  circumstances  it  may  be  questioned  whether  still 
further  Federal  aid  to  housing  will  be  politically  or  economi- 
cally desirable.  But  if  there  is  no  prospect  for  a  major  reduction 
of  Federal  intervention  in  mortgage  lending,  there  are  very 
clear-cut  demands,  discussed  below,  for  fringe  additions  to  Fed- 
eral programs  which  might  bring  increases  or  changes  in 
Federal  activity  in  the  fields  of  chartering,  secondary  market  op- 
erations, and  aids  to  middle-income  housing.  Together  these 
changes  would  not  radically  increase  the  proportion  of  housing 
subject  to  direct  and  indirect  Federal  aids.  They  might  change 
the  character  of  the  aid  offered  and  they  might  affect  an  addi- 
tional 10  or  15  per  cent  of  new-home  building  activity. 

The  issues  that  must  be  evaluated  are  ones  that  affect  the  hous- 
ing industry  and  its  capacity  to  enlarge  and  improve  the  housing 
supply,  and  ones  that  affect  American  cities  and  their  capacity  to 
undertake  renewal  and  development  programs.  They  are,  in 
broad  categories:  (i)  the  building  cycle  and  monetary  policy; 
(2)  the  levels  of  building  and  maintenance  required  to  raise 
housing  standards;  (3)  the  market  for  middle-income  housing; 
(4)  rental  housing  production;  (5)  the  risks  and  responsibilities 
of  government  and  private  industry;  (6)  urban  development  pol- 
icy; (?)  research,  technology,  and  training;  (8)  public  housing; 
(9)  Federal  administration. 

Housing  in  National  Economic  Policy 

National  concern  with  housing  policy  emerged  because  of  the 
credit  crisis  and  unemployment  of  the  early  depression  years. 
Throughout  the  19305,  government  aid  to  housing  was  used  to 
stimulate  investment  and  employment.  During  the  war  years. 
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this  policy  was  reversed;  rigid  controls  were  imposed  on  resi- 
dential construction  to  husband  building  materials  and  labor. 
Prices  and  rents  were  controlled  to  prevent  inflationary  in- 
creases. 

The  intimate  connection  between  housing  and  economic  sta- 
bility was  clearly  recognized  by  the  Housing  Act  of  1949.  One 
of  the  major  objectives  of  that  act  was  the  maintenance  of  eco- 
nomic stability,  full  employment  and  consumption.  During  the 
years  since  the  passage  of  that  act,  the  Federal  government  has 
recognized  the  importance  of  housing  in  the  national  economy 
by  attempts  in  1950-1951  and  1956-1957  to  cut  back  or  hold 
down  residential  construction  because  of  the  threat  of  general 
inflation. 

But  the  use  of  government  aid  to  housing  to  promote  eco- 
nomic stability  has  never  been  systematic.  To  the  extent  that 
we  have  developed  general  stabilization  policies,  we  have  neg- 
lected to  consider  their  repercussions  upon  the  housing  industry. 
Although  national  legislation  from  1932  to  1958  is  replete  with 
admonitions  concerning  housing  and  economic  stability,  national 
policy  has  been  improvised,  usually  ineffective,  and  often  clearly 
erroneous.  Two  issues  in  particular  illustrate  this:  first,  the  role 
of  housing  construction  in  maintaining  full  employment  and, 
second,  the  role  of  mortgage  credit  in  national  fiscal  policy. 

The  economic  philosophy  which  prevailed  from  1933  on  in- 
volved a  number  of  major  assumptions  which  proved  to  be 
wrong.  First,  it  was  assumed  that  the  major  problems  of  the 
economy  were  those  resulting  from  underemployment  and  de- 
flationary pressures  and  that  Federal  housing  programs  should 
therefore  be  concerned  principally  with  stimulating  residential 
employment.  This  attitude  prevailed  even  after  nine  years  of 
war  and  postwar  prosperity  when  the  pressures  in  the  economy 
were  inflationary  rather  than  deflationary. 

A  second  major  assumption  was  that  residential  construction 
somehow  could  be  reduced  in  periods  of  boom  and  stimulated  in 
periods  of  depression  by  manipulating  Federal  credit.  This  was 
disproved  during  the  19305  when,  despite  credit  aids,  residential 
construction  remained  at  levels  only  50  per  cent  of  those  attained 
in  the  boom  period  of  the  19205.  Studies  of  the  rate  of  expendi- 
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ture  of  public  works  funds,  including  housing,  during  the  19305 
show  that  building  activity  responded  very  slowly  to  legislative 
authorizations  or  changes  in  credit  policy.  Indeed,  the  known 
time  lag  in  the  building  industry  is  often  of  the  order  of  two  to 
four  years  from  the  decision  to  invest,  through  site  selection, 
land  purchase,  design,  engineering,  finance,  permits,  bidding, 
and  contract  letting,  to  actual  employment.  This  fact  alone 
should  long  since  have  given  pause  to  those  who  insist  that 
housing  can  be  turned  on  to  meet  the  needs  of  economic  stabili- 
zation. 

It  is  equally  clear  that  housing  cannot  easily  be  turned  off  or 
cut  back.  Rigorous  priority  controls  limited  residential  construc- 
tion during  World  War  II,  but  short-run  credit  regulations  at  the 
time  of  the  Korean  War  did  not  prevent  a  boom  in  residential 
construction.  These  experiences  suggest  that  it  is  exceedingly 
difficult,  if  not  impossible,  to  restrain  residential  construction 
when  building  materials  and  labor  are  so  scarce  as  to  create 
strong  inflationary  pressures. 

On  the  other  hand,  credit  conditions  have  produced  some 
longer  range  countercyclical  effects  in  the  postwar  years.  When 
credit  has  been  tight,  in  boom  years,  the  interest-rate  ceilings 
on  Federally  insured  and  guaranteed  mortgages  have  been  below 
market  rates,  and  activity  under  these  programs  has  been  cur- 
tailed with  a  resulting  decline  in  housing  starts.  After  credit  con- 
ditions had  eased  and  business  activity  declined,  insured  and 
guaranteed  mortgages  became  attractive,  and  housing  starts  rose. 
Conventionally  financed  residential  building  has  been  relatively 
stable  in  its  growth  pattern,  apparently,  in  part,  because  of 
greater  interest-rate  flexibility.  As  a  result  of  its  dependence 
upon  credit,  housing  appears  to  have  been  held  back,  in  boom 
periods,  more  than  most  other  industries.  There  is  no  question 
about  the  need  for  stabilization  measures.  The  incidence  of  these 
measures,  as  between  small  and  large  business,  and  upper-  and 
middle-income  families,  and  housing  and  other  industries  needs 
much  more  investigation. 

For  social  reasons  we  have  increased  mortgage  amortization 
periods  to  the  limit  of  economic  feasibility  and  reduced  down 
payments  to  zero  in  periods  of  inflationary  pressure.  But  this 
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leaves  us  without  economically  sound  credit  terms  to  sustain  resi- 
dential construction  in  periods  of  declining  economic  activity. 
Because  we  have  rather  low  incentives  to  use  economic  restraints 
in  periods  of  boom,  we  tend  to  deprive  ourselves  of  economic 
incentives  for  use  in  periods  of  depression.  Therefore,  other  meas- 
ures, including  direct  loans,  deferred  amortization,  deferred 
interest,  and  housing  inventory  policy  must  be  considered  for  use 
in  periods  of  depression. 

The  Federal  government  has  engaged  in  direct  lending  of 
some  magnitude  in  the  guise  of  the  secondary  market  provided 
by  the  Federal  National  Mortgage  Association  ("Fanny  May"). 
Twice  in  the  postwar  years,  1948  to  1950  and  1957  to  1958,  it 
provided  direct  credit  to  sustain  mortgage  lending.  However, 
in  1957,  an  increase  in  "Fanny  May"  purchases  combined  with 
lower  down  payments  did  not  prevent  an  additional  decline  in 
the  volume  of  FHA  and  VA  housing  starts.  The  situation  im- 
proved in  1958  in  large  part  because  competing  demands  for 
credit  eased.  Although  this  action  constitutes  a  considerable  prece- 
dent, no  permanent  Federal  policy  resulted  and  residential  con- 
struction continues  to  vary  from  year  to  year,  in  part  because  of 
fluctuations  in  the  availability  of  credit.  On  the  other  hand,  the 
direct  loan  programs  of  the  Veterans  Administration  and  the 
special  assistance  loans  of  the  Federal  National  Mortgage  Associa- 
tion would  seem  to  indicate  that  it  is  settled  government  policy  to 
assure  a  steady  flow  of  mortgage  funds  in  some  areas  and  for  some 
purposes,  like  cooperatives,  defense  housing,  and  urban  renewal, 
which  Congress  apparently  considers  affected  with  a  greater  de- 
gree of  public  interest. 

At  the  same  time,  it  will  be  noted  that  where  the  government 
has  made  mortgage  loans,  whether  under  the  guise  of  direct 
mortgage  lending  or  under  the  guise  of  secondary  market  pur- 
chases, it  has  tended  to  adopt  terms  which  correspond  fairly 
closely  to  those  of  the  private  mortgage  market.  This  policy  has 
been  justified  on  the  grounds  that  such  loans  would  be  held  only 
temporarily  by  the  government  and  would  be  of  such  a  char- 
acter as  to  be  susceptible  of  sale  on  a  private  market  at  some  fu- 
ture time.  In  1948  and  1949,  "Fanny  May"  committed  over  $2 
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billion  to  purchase  VA-guaranteed  mortgages  at  4  per  cent. 
The  market  rate  was  then  about  4!^  per  cent,  a  rate  at  which 
FHA  loans  were  being  made  in  unprecedented  volume.  Congress 
clearly  intended  to  maintain  a  4  per  cent  G.I.  rate  even  at  the 
expense  of  having  the  government  purchase  through  "Fanny 
May"  almost  a  fifth  of  all  loans  made. 

How  many  other  veterans  could  not  buy  a  house  because  the 
rate  was  not  raised  to  4!^  per  cent?  How  many  might  have  been 
disadvantaged  by  a  l/2  per  cent  increase  in  the  cost  of  mortgage 
money?  The  increase  was  authorized  later.  Such  questions  have 
been  rarely  asked  and  never  answered,  but  the  fact  remains 
that  the  great  bulk  of  Federal  National  Mortgage  Association 
mortgage  purchases  since  1948  have  been  at  times  when  an  in- 
crease in  the  insured  or  guaranteed  rate  would  have  accom- 
plished the  same  purpose,  and  this  without  any  examination 
whatsoever  of  the  number  of  beneficiaries  of  the  fixed  rate  who 
would  be  priced  out  of  the  market  by  the  increase. 

In  other  areas  of  activity,  like  low-rent  public  housing,  col- 
lege housing,  and  urban  renewal  activities,  Congress  has  con- 
cluded that  these  functions  can  be  achieved  only  if  funds  are 
made  available  at  interest  rates  which  are  substantially  below 
those  offered  by  private  mortgage  lenders.  The  government  ex- 
tended loans  directly  from  the  Treasury,  or  guaranteed  local 
public  bonds,  so  that  favorable  terms  could  be  available.  "Fanny 
May's"  special  assistance  loans  to  cooperative,  defense,  disaster, 
and  urban  renewal  housing  also  appear  to  be  instances  in  which 
a  special  problem  has  justified  a  special  aid.  It  must  nevertheless 
be  stressed  that  these  are  the  rare  cases,  and  account  for  only  a 
fraction  of  lending  activity. 

In  the  light  of  such  examples  as  these,  it  is  fair  to  ask,  as  Charles 
Haar  does  in  his  study  of  Federal  credit  in  this  series,  just  what 
is  the  purpose  of  Federal  housing  policy?  To  get  more  houses 
built?  To  raise  the  level  of  homeownership?  To  give  aid  to  vet- 
erans regardless  of  their  ability  to  pay?  To  help  renew  cities? 
To  keep  the  economy  stable?  Should  "the  lens  of  judgment," 
Haar  wonders,  "be  that  of  the  profitmaker  or  of  the  welfare 
houser?"  If  Congress  distributes  its  favors  too  liberally,  he  says, 
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it  cannot  be  effective  in  meeting  particular  problems.  And  if  it 
does  meet  those  problems  effectively,  the  general  market  will 
have  to  fend  for  itself  much  more  than  it  does  now. 

But  when  the  housing  market  fends  for  itself  in  any  marked 
degree,  it  becomes  more  vulnerable  to  sudden  shifts  in  the  econ- 
omy than  do  other  industries.  Arthur  Burns,  a  former  chairman 
of  the  President's  Council  of  Economic  Advisers,  suggests  that 
this  is  so  in  stating  that  when  general  credit  restraints  were  used 
to  hold  back  inflationary  pressures  in  1956  and  1957  housing  suf- 
fered disproportionately.  In  actual  fact,  the  Federal  Reserve 
Board's  strictures  on  credit  had  little  effect  on  industries  that 
then  engaged  in  a  capital  building  boom.  They  continued  to 
finance  their  capital  requirements,  in  large  part,  out  of  earn- 
ings or  proved  able  to  pay  higher  rates  in  the  bond  market.  Bor- 
rowing for  consumer  purchases  continued  to  mount — except  for 
housing:  residential  construction  dropped  by  more  than  30  per 
cent.  General  credit  manipulations  clearly  had  a  differential  im- 
pact. The  implication  was  clear,  however,  that  the  Federal  Re- 
serve Board  took  the  position  that  in  determinations  of  national 
economic  policy  one  industry  cannot  be  exempted  from  controls 
imposed  on  all  even  if  varying  effects  result.  From  the  hindsight 
of  1958,  it  could  be  argued  with  some  cogency  that  the  credit 
restraints  of  1957  failed  to  cut  back  industrial  expansion  at  a  time 
when  curtailment  of  industrial  expansion  would  have  been 
advantageous  to  the  economy,  and  cut  back  residential  construc- 
tion at  a  time  when  the  expansion  of  residential  construction 
would  have  been  advantageous  socially  and  perhaps  even  eco- 
nomically. 

These  experiences  suggest  that  we  are  still  far  from  reconcil- 
ing the  social  objectives  of  housing  programs  with  national  eco- 
nomic needs  for  stability  and  growth.  Some  characteristics  of 
the  housing  industry  make  it  ill  suited  for  countercyclical  uses, 
except  perhaps  in  periods  of  prolonged  depression.  If  counter- 
cyclical use  of  housing  policy  is  unattainable  and  inconsistent 
with  social  objectives,  is  stabilization  of  residential  construction 
at  a  high  level  attainable  and  consistent?  We  shall  return  to  this 
theme. 

If  the  interest  rate  continues  to  be  used  as  a  major  device  for 
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limiting  economic  activity,  can  discriminatory  consequences  be 
avoided?  Presumably  freeing  the  government-aided  rates  would 
reduce  the  wide  fluctuations  of  recent  years,  but  at  a  substantial 
price  to  consumers  in  later  years.  Could  these  consequences  be 
offset  by  direct  loan  programs  for  "social  purpose"  housing,  or 
by  temporary  secondary  market  operations  of  a  central  mort- 
gage bank?  Here  selective  programs  may  be  more  effective  and 
less  costly  in  achieving  both  economic  and  social  objectives. 

Little  attention  has  been  directed  to  the  public  issue  of 
whether  or  not  to  sustain  residential  construction  during  tem- 
porary or  prolonged  declines  in  the  market  demand  for  residen- 
tial housing.  The  boom  years  immediately  preceding  the  reces- 
sion of  1958  seem  to  demonstrate  that  residential  construction 
may  be  operating  at  levels  far  below  those  required  to  provide 
adequate  housing  for  the  American  people.  In  these  years  the 
economy  was  advancing  steadily.  In  constant  dollars  it  grew  by 
over  30  per  cent  from  1950  to  1957.  But  residential  building  aver- 
aged one-fifth  lower  than  the  1950  peak.  Housing  demand  among 
families  in  the  market  was  being  met  at  current  price  levels  by 
a  volume  of  construction  which  was  not  adequate  to  eliminate 
the  use  of  substandard  units.  It  is  equally  clear  that  a  large  vol- 
ume of  public  housing  for  low-income  families  is  not  likely  to 
be  a  popular  device  for  meeting  large  employment  or  housing 
needs.  This  suggests  that  other  programs  should  be  explored 
with  the  view  to  sustaining  residential  construction  during  peri- 
ods of  declining  markets,  in  order  to  effect  the  replacement  of 
obsolete  and  substandard  houses,  upgrade  the  stock,  and  build 
that  reserve  "cushion"  of  space  needed  to  provide  flexibility  in 
the  supply.  The  means  for  attaining  such  objectives  have 
scarcely  been  examined  or  suggested,  much  less  given  serious 
attention  by  economists  and  housing  officials. 

Ever  since  the  19205  various  groups  have  proposed  a  central 
mortgage  bank  as  a  means  for  solving  some  problems  of  credit 
flow  for  housing.  Current  studies  by  private  research  groups  are 
directed  toward  clarification  of  the  issues  involved.  Such  an  in- 
stitution cannot,  as  some  hope,  suspend  the  normal  competition 
for  funds  in  our  economy.  On  the  other  hand  it  might  well 
even  flows,  particularly  in  short-term  fluctuations,  provide  for 
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desirable  flexibility  in  the  mortgage  market,  and  perhaps  further 
reduce  geographic  differentials  in  the  availability  of  mortgage 
money.  Further,  such  an  institution  could  help  to  tap  new 
sources  of  savings,  and  could  help  to  distinguish  market-guided 
and  fully  economic  programs  from  those  which  require  more 
clear-cut  Federal  help. 

Stabilizing  Residential  Building 

A  high  and  stable  volume  of  residential  building,  coupled  with 
an  expansion  of  maintenance  and  remodeling  activities,  is  indeed 
required  if  there  is  to  be  any  real  progress  toward  the  elimination 
of  blight  and  the  raising  of  housing  standards.  The  homes  not 
built  in  periods  of  residential  recession  can  never  be  occupied 
by  families  now  living  in  shacks  and  slums.  In  short,  low  produc- 
tion in  home  building  guarantees  that  old,  substandard  houses 
will  continue  to  be  the  only  ones  available  for  many  American 
families,  that  relocation  will  be  difficult,  and  that  the  prices  of 
old  houses  will  be  too  high  for  profitable  rehabilitation  or  for 
occupancy  by  low-income  families.  The  volume  of  residential 
building  and  remodeling  required  to  achieve  a  better  housing 
stock  is,  therefore,  a  crucial  question  for  housing  and  renewal 
policy  and  one  that  is  closely  related  also  to  the  problem  of 
economic  stability. 

Charles  Haar  sees  the  problem  in  somewhat  different  terms. 
According  to  him,  "the  goal  can  no  longer  be  to  maximize  the 
number  of  houses  per  se.  Rather,  it  is  to  concentrate  limited  gov- 
ernment aid  to  meet  the  needs  of  those  specialized  groups  of 
which  the  free  market  takes  little  account."  The  extension  of 
Haar's  argument  to  its  logical  conclusion  would  mean,  at  the 
least,  sharp  curtailment  of  the  basic  FHA  and  VA  programs.  If 
the  general  housing  market  were  thus  to  be  abandoned  as  a  mat- 
ter of  Federal  housing  policy,  Haar  believes  the  present  system 
of  mortgage  insurance  could  be  restructured  in  any  one  of  a 
number  of  ways  to  induce  the  flow  of  private  money  into  spe- 
cial areas  like  rental  housing,  housing  for  the  aged,  housing  for 
minorities,  and  so  on. 

But  by  specific  declaration  in  the  Housing  Act  of  1949,  and 
by  actions  in  the  years  since  1932,  it  is  clear  that  the  Federal  gov- 
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ernment  is  committed  to  provide  credit  and  other  aids  in  such 
form  as  is  necessary  to  maintain  a  substantial  volume  of  new  resi- 
dential construction.  The  Home  Loan  Bank  Act,  the  National 
Housing  Act,  the  United  States  Housing  Act,  and  the  Housing 
Act  of  1949,  clearly  express  this  as  national  policy.  In  addition, 
the  authorization,  almost  without  debate,  of  $2  billion  in  "Fanny 
May"  loans  in  1958  suggests  that  Congress  is  unwilling  to  per- 
mit residential  construction  to  fall  below  a  level  of  approxi- 
mately a  million  units  a  year.  On  the  other  hand,  Congress  has 
never  stated  what  level  of  residential  production  it  conceives  to 
be  desirable. 

To  pursue  such  an  approach,  let  us  assume  that  the  elimination 
of  slums  and  blight  and  the  provision  of  decent  homes  for 
American  families  require  new  residential  construction  of 
1,500,000  homes  a  year  and  the  substantial  rehabilitation  of  500,- 
ooo  more  each  year  for  the  next  five  years,  with  a  higher  rate 
thereafter,  probably  exceeding  2  million  new  units  annually  in 
the  seventies.  Could  Federal  aids  be  used  to  achieve  such  a  level 
of  construction,  with  fluctuations  of  not  more  than  i  o  or  15  per 
cent?  What  kinds  of  measures  might  be  indicated?  Could  these 
be  adopted  without  prohibitive  expense,  utilizing  largely  private 
instrumentalities,  and  without  serious  competition  with  or  re- 
duction of  present  volumes  of  purely  private  and  Federally  aided 
private  construction  and  mortgage  lending? 

Presumably  any  such  program  would  require,  first,  that  steps 
be  taken  to  assure  maximum  private  effort.  Some  of  these  have 
been  discussed  in  preceding  chapters. 

Freed  from  arbitrary  interest  rates,  present  aids  to  private 
building  and  mortgage  lending  might  compete  more  effectively 
for  capital  under  changing  money  market  conditions.  If  such  a 
policy  had  been  pursued  in  recent  years,  it  would  have  relieved 
the  government  of  the  need  to  purchase  approximately  $5  billion 
in  mortgages.  These  funds  might  have  been  used  for  loans  to 
stimulate  the  building  of  homes  which  otherwise  could  not  be 
produced  or  for  market  groups  which  otherwise  could  not  be 
served.  The  feasibility  of  such  a  program  has  not  been  examined 
by  government  in  recent  years.  The  Housing  and  Home  Finance 
Agency  is  the  only  major  Federal  agency  which  until  1961  lacked 
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a  staff  of  economists  to  make  such  an  analysis.  The  following 
sections  review  some  of  these  important  problem  areas. 

Housing  for  Middle-Income  Families 

Despite  the  large  expansion  of  Federal  aids  in  the  last  twenty- 
five  years  and  despite  the  continued  extension  and  improvement 
of  the  terms  on  which  homes  are  made  available  with  Federal 
credit  aid,  it  is  apparently  true  that  the  private  housebuilding  in- 
dustry serves  only  a  fraction  of  the  American  public.  This  is  not 
always  true,  nor  is  it  true  in  all  communities.  There  is  evidence 
that,  in  some  parts  of  the  South  and  West,  residential  construc- 
tion costs  and  the  costs  of  operating  a  home  are  proportionally 
lower  in  relation  to  family  incomes  than  they  are  in  other  parts 
of  the  country.  In  these  areas,  the  upper  half — or  even  more — 
of  the  income  distribution  may  be  in  the  effective  market  for 
new  housing.  It  is  also  true  that  the  price  increases  of  the  post- 
war decade  gave  many  families  a  substantial  equity  in  a  home 
which  later  enabled  them  to  upgrade  their  housing  without 
assuming  debt  obligations  beyond  their  means.  With  these  reser- 
vations, most  data  indicate  that  half  or  more  of  all  families  have 
incomes  which  do  not  permit  them  to  rent  or  purchase  new 
homes. 

The  problems  of  providing  housing  for  families  in  the  middle- 
income  third  of  our  population,  of  providing  housing  for  low- 
income  families,  of  increasing  the  volume  of  replacement  of  ob- 
solete housing,  and  of  maintaining  stability  in  residential 
construction  are  wrapped  up  in  the  fundamental  issue  of  the 
breadth  of  the  housing  market.  To  the  extent  that  the  housing 
market  can  be  greatly  broadened,  it  may  be  possible  to  sustain  a 
high  level  of  residential  construction.  This  would  mean  that 
middle-income  families  would  have  access  to  better  quality 
housing  at  lower  prices,  and  a  larger  supply  of  older  housing 
would  be  available  at  low  prices  for  occupancy  by  low-income 
families.  With  lower  prices  of  old  homes,  their  rehabilitation  or 
conversion  would  be  possible  on  a  more  widespread  and  eco- 
nomically sound  basis.  The  resolution  of  this  complex  of  prob- 
lems requires  the  adoption  of  a  national  policy  with  respect  to 
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the  new  housing  market  and  a  national  policy  with  respect  to 
filtration. 

The  expansion  of  the  housing  market  to  serve  middle-income 
families  must  be  approached  through  a  product  that  is  more  at- 
tractive to  the  consumer  and  through  reductions  in  the  cost  of 
constructing  and  operating  the  home,  reductions  in  taxes,  and 
reductions  in  the  cost  of  land.  It  must  also  be  approached 
through  reductions  in  the  cost  of  financing.  No  single  device  is 
likely  to  yield  all  the  answers.  The  ultimate  solution  will  prob- 
ably be  found  in  a  combination  of  financing  incentives  which 
will  encourage  cost  reductions  on  the  part  of  house  and  apart- 
ment builders.  Although  the  discussion  here  is  directed  solely 
toward  financing  devices,  other  cost-reducing  methods  described 
elsewhere  in  this  book  must  be  linked  to  them  to  secure  an  ade- 
quate broadening  of  the  housing  market. 

Several  approaches  to  the  financing  problem  may  be  identi- 
fied here.  One  approach  would  provide  for  a  privately  financed 
first  mortgage  loan  of  a  relatively  long  amortization  period  and 
covering  half  the  cost  of  the  home.  Such  a  loan  would  be  backed 
by  a  low-interest-rate  government  second  mortgage  which 
would  not  be  amortized  until  the  first  mortgage  had  been  paid 
off.  In  effect,  the  government  would  provide  half  of  the  funds  at 
the  cost  of  money  to  the  government  for  the  first  half  of  the  ulti- 
mate amortization  period.  This  method  has  been  used  in  some 
of  the  Scandinavian  countries. 

A  second  approach  is  a  return  to  the  unamortized  loan.  The 
unamortized  loan  came  into  disfavor  as  a  result  of  excesses  dur- 
ing the  19205  and  the  liquidity  crisis  among  lending  institutions 
in  1930-1932  which  forced  the  foreclosure  of  many  otherwise 
sound  loans.  Under  certain  economic  assumptions,  including  that 
of  a  slow,  steady  depreciation  in  the  value  of  money,  the  un- 
amortized loan  has  much  to  commend  it.  The  rapidly  changing 
characteristics  of  American  cities  suggest,  however,  that  a 
wholly  unamortized  home  mortgage  loan  may  be  very  risky  for 
reasons  associated  with  urban  growth  and  change. 

A  third  alternative  to  financing  housing  for  middle-income 
families  is  a  loan  whose  interest  rate  is  subsidized.  Presumably 
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such  loans  might  be  made  through  normal  private  channels  at 
the  current  conventional  rate,  with  a  subsidy  from  the  govern- 
ment on  the  interest  rate  for  some  part  of  the  ultimate  term.  The 
direct  subsidy  device  would  have  the  advantage  of  recognizing 
the  actual  cost  involved  which  other  devices  tend  to  conceal. 

A  fourth  alternative  would  be  a  direct  government  loan  for  a 
long  amortization  period  at  the  cost  of  money  to  the  government. 
Such  a  loan  would  achieve  a  lower  cost  to  the  consumer  than 
any  of  the  other  alternatives  enumerated  here.  It  would  involve 
the  use  of  government  credit  for  fully  repayable  loans.  The  loans 
could  be  serviced  through  conventional  private  lending  chan- 
nels at  the  usual  service  fee  and  could  be  converted  under  certain 
circumstances  to  the  servicing  agent's  portfolio.  A  number  of 
European  and  South  American  countries  use  this  kind  of  gov- 
ernment loan  in  various  forms  for  similar  purposes. 

The  main  features  of  such  a  program  already  exist  or  their 
administative  forms  have  already  been  established  in  the  direct 
loans  of  VA  and  the  secondary  market  activities  of  "Fanny 
May."  For  illustrative  purposes,  if  the  Federal  government  were 
to  make  available  mortgage  loans  for  amortization  periods  of 
forty  years  at  an  interest  rate  of  3  per  cent,  such  terms  might 
bring  into  the  market  for  new  homes  an  additional  half  million 
families  a  year.  Such  a  program  could  presumably  be  adminis- 
tered through  private  mortgage-lending  institutions  as  "Fanny 
May"  commitments  are  administered  today.  The  mortgages  could 
be  held  by  private  banks  as  agents  for  the  Federal  National  Mort- 
gage Association.  Price  and  income  eligibility  limits  would  be 
necessary  to  protect  normal  markets  and  prevent  dissipation  of 
benefits  in  credit-induced  price  increases. 

Other  approaches  to  the  middle-income  housing  problem  in- 
clude subsidies  to  families  on  the  model  of  those  used  in  the 
Scandinavian    countries,    direct    government   loans   for   private 
rental  housing,  and  local  tax  exemption.  Some  of  these  schemes 
have  been  employed  by  New  York,  Connecticut,  and  Illinois. 
An  early  example  of  a  middle-income  housing  program  was  the 
program  of  direct  loans  to  veterans  authorized  by  the  state  o 
Connecticut  after  the  war.  This  program  authorized  loans  at  ai 
effective  interest  rate  of  little  more  than  i  per  cent  to  veterans 
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who  otherwise  could  not  afford  to  purchase  homes  under  the 
G.I.  program.  Because  the  state  did  not  impose  a  sliding  scale  for 
the  loans  based  on  the  cost  of  money,  for  example  from  i  per 
cent  to  3 1/2  per  cent,  it  was  liable  to  fairly  serious  fiscal  risks.  On 
the  whole,  however,  the  program  made  homes  available  to  vet- 
erans who  would  otherwise  have  been  unable  to  afford  such 
homes. 

So  far  the  discussion  of  housing  for  middle-income  people  has 
stressed  homeownership.  The  second  major  area  for  possible 
expansion  is  in  the  field  of  rental  housing,  including  cooperative 
housing.  Rental  housing  is  of  particular  importance  because  it 
constitutes  the  major  form  of  tenure  in  central-city  areas  which 
are  scheduled  to  be  renewed.  Rental  housing  has  been  the  most 
significant  failure  of  housing  finance  for  a  quarter  century.  Since 
Chapter  1 2  is  devoted  entirely  to  rental  housing,  it  is  not  discussed 
in  this  chapter.  Similarly,  since  public  housing  programs  for  low- 
income  families  are  covered  in  Chapters  5  and  16,  they  are  not 
included  here. 

Government  Risks  and  Responsibilities 

Federal  housing  legislation  indicates  that  the  government 
looks  to  private  business  to  meet  most  of  the  housing  needs  of 
this  country  but  that  government  will  seek  to  reinforce  and  aid 
private  business  to  fulfill  a  larger  proportion  of  the  total  respon- 
sibilities of  our  society  in  housing.  To  the  extent  that  private 
enterprise  cannot  meet  recognized  housing  needs,  legislative 
policy  indicates  that  the  Federal  government  is  committed  to 
additional  aids  to  private  enterprise  and  to  local  and  state  gov- 
ernments to  meet  such  remaining  housing  requirements.  Under 
these  guiding  principles,  the  scope  of  governmental  responsi- 
bility is  heavily  influenced  by  the  effectiveness  of  private  busi- 
ness activity. 

Yet  the  history  of  Federal  housing  legislation  strongly  suggests 
that  it  will  be  exceedingly  difficult  for  government  to  maintain 
such  a  policy  of  restraint  in  the  face  of  growing  demands  for 
government  aid  to  housing.  In  recent  years  the  industry  has 
steadily  urged  smaller  down  payments,  longer  amortization  pe- 
riods, billions  of  dollars  in  governmental  purchases  of  mortgages, 
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and  new  types  of  mortgage  insurance.  All  of  these  require  the 
government  to  assume  risks  which  private  business  is  unwilling 
to  assume.  The  effect  is  to  provide  substantially  riskless  loans  to 
mortgage-lending  institutions  and  to  enable  the  home-building 
industry  to  engage  in  large  building  operations  with  a  minimum 
of  working  capital  and  virtually  no  permanent  investment.  Con- 
gress has  been  content  to  go  along  with  this  expansion  of  govern- 
mental activity.  There  has  been  no  systematic  examination  of  the 
possibility  of  making  structural  changes  in  the  organization  of 
the  industry  which  might  enable  it  to  assume  functions  now  as- 
sumed by  government. 

Thus,  savings  and  loan  organizations  have  demanded  a  new 
form  of  mortgage  insurance  to  meet  their  particular  needs  and 
to  relieve  them  of  the  necessity  for  assuming  certain  risks.  This 
despite  the  fact  that  as  early  as  1948,  John  Lintner  in  an  examina- 
tion of  mutual  savings  banks  (Mutual  Savings  Banks  in  the  Savings 
and  Mortgage  Markets)  demonstrated  that  a  similar  class  of  lend- 
ing institution  could  have  adequately  safeguarded  its  mortgage 
portfolios  by  self-insurance  at  modest  cost.  Unfortunately,  both 
the  administration  and  the  legislative  branch  of  Congress  have 
been  far  too  willing  to  take  on  additional  responsibilities  of  this 
type  rather  than  face  the  difficult  task  of  devising  methods  for 
encouraging  or,  indeed,  requiring  private  institutions  to  assume  the 
same  responsibilities.  With  government  investments  and  con- 
tingent liabilities  in  housing  exceeding  $80  billion  a  systematic 
review  of  the  whole  subject  is  clearly  indicated  and  desirable. 

Government  may  also  have  been  too  prone  to  use  devices  of 
mortgage  guarantee  or  insurance  or  mortgage  purchase  in  in- 
stances in  which  the  use  of  the  more  traditional  regulatory  pow- 
ers might  have  served  the  same  purposes.  In  each  of  the  govern- 
ment programs  these  problems  arise.  The  Home  Loan  Bank 
Board  can  assume  the  risks  of  somewhat  less  rigorous  supervi- 
sion through  its  deposit  insurance  funds.  The  FHA  may  reduce 
the  probability  of  loss  by  compelling  the  builder  to  adhere  to 
more  rigorous  standards  of  design,  construction,  and  location  or 
it  may  assume  a  larger  share  of  those  risks  through  its  insurance 
funds.  The  normal  tendency  of  the  administrative  agencies  is 
to  minimize  the  amount  of  supervision  or  regulation  on  critical 
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issues  at  the  expense  of  greater  risks  to  insurance  funds.  Thus, 
there  is  a  whole  class  of  administrative  actions  under  which  the 
government  may  assume  responsibilities  or  can  take  risks  with- 
out assuming  the  corresponding  responsibilities  for  exercising 
appropriate  supervisory  control. 

Some  of  these  problems  have  been  largely  concealed  by  the 
postwar  inflation  and  prosperity.  The  most  important  of  them 
is  the  question  of  responsibility  for  appraisals  and  risk  rating.  It 
was  originally  presumed  that  both  the  FHA  and  VA  programs 
were  coinsurance  programs  under  which  the  risk  of  the  mort- 
gage loan  was  divided  between  the  Federal  government  and  the 
mortgage  lender.  As  the  programs  have  evolved,  however,  the 
risks  are  very  largely  assumed  by  the  Federal  government.  The 
mortgage  lender  runs  no  real  risk  of  loss.  So  long  as  there  was 
a  risk  of  private  loss,  it  was  presumed  that  the  lending  institution 
would  scrutinize  appraisals  and  evaluate  credit  risks  with  the 
care  customary  in  conventional  loans.  With  the  coinsurance 
feature  virtually  eliminated  from  the  program,  however,  this  is 
no  longer  true.  Many  classes  of  private  lending  institutions  rely 
entirely  upon  the  Federal  guarantee.  Some  institutions  do  not 
even  bother  to  appraise  property  or  review  the  standing  of  the 
borrower.  Under  these  circumstances,  grave  questions  arise  as 
to  the  responsibility  for  the  risks  assumed. 

Although  the  FHA  has  done  what  is  generally  regarded  as  a 
most  creditable  job  of  professionalizing  and  systematizing  the 
inevitably  hazardous  business  of  appraisal  and  risk  rating,  there 
have  been  some  scandals  and  some  problems  of  recruiting  skilled 
personnel,  particularly  during  periods  of  prosperity.  The  early 
Veterans  Administration  program  involved  some  outrageous 
practices  which  had  a  very  clear  inflationary  effect  and  provided 
Federal  aid  for  some  of  the  worst-built  housing  in  the  history 
of  the  country.  Although  the  VA  program  has  improved  greatly 
in  recent  years,  it  still  relies  heavily  upon  fee  appraisers  who 
may  often  be  confronted  with  situations  involving  conflict  of 
interest.  To  the  extent  that  private  lenders  abdicate  their  respon- 
sibility for  appraisals  and  credit  and  risk  rating,  the  mortgage 
insurance  and  guarantee  programs  become  programs  which  are 
largely  administered  by  Federal  agencies  rather  than  private 
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lenders.  They  become  programs  which  are  "private  enterprise" 
in  name  only  and  in  which  the  major  decisions,  the  major  re- 
sponsibilities, and  the  major  risks  are  all  undertaken  by  the  Fed- 
eral government  with  private  lenders  serving  merely  as  execu- 
tors of  the  program.  If  the  major  purposes  of  programs  are 
merely  to  relieve  private  business  of  risk,  their  continuation  may 
reasonably  be  called  into  question. 

Another  important  problem  in  Federal  aids  to  housing  finance 
arises  because  of  the  very  marked  tendency  to  shift  from  actu- 
arially  sound  risks  in  the  direction  of  programs  involving  in- 
creased social  responsibility.  The  original  FHA  program  was 
intended  to  be  an  actuarially  sound  program  of  mortgage  insur- 
ance. Despite  the  lack  of  experience  which  would  justify  the  es- 
tablishment of  an  insurance  rate  which  was  in  fact  actuarially 
sound,  subsequent  experience  has  demonstrated  that  the  insur- 
ance premium  charged  has  largely  met  these  criteria.  Indeed,  the 
study  of  FHA  insurance  reserves  by  Ernest  M.  Fisher  and  Chester 
Rapkin  (The  Mutual  Mortgage  Insurance  Fund,  1956)  suggests 
that  the  rates  may  have  been  a  little  higher  than  were  necessary 
to  serve  the  purposes  of  actuarial  soundness.  Unfortunately,  the 
FHA  system  was  so  successful  that  in  the  postwar  period  the  VA 
system  of  mortgage  guarantees  was  adopted  by  Congress  with- 
out any  insurance  premium.  At  this  point,  the  insurance  system 
became  a  guarantee  system  and  the  concept  of  actuarial  sound- 
ness went  out  the  window.  Congress  was  voting  to  assume  a  risk 
of  unknown  magnitude  as  a  form  of  benefit  to  veterans  and  to 
defer  responsibility  for  facing  up  to  the  cost  until  some  later 
date. 

Successive  postwar  modifications  in  the  FHA  program  have 
had  quite  similar  effects.  They  have  required  the  FHA  to  insure 
ever  larger  mortgage  ratios — now  up  to  100  per  cent — and  ever 
longer  mortgage  terms — now  up  to  40  years — to  accomplish 
certain  public  purposes  despite  the  fact  that  these  were  dubious 
economic  risks.  The  FHA  is  now  required  to  insure  homes  in 
blighted  areas  under  renewal  programs,  to  insure  housing  proj- 
ects on  Army  bases  for  Army  personnel,  and  to  insure  mortgages 
on  homes  for  the  aged,  despite  the  fact  that  there  is  no  actuarial 
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experience  on  which  to  base  such  insurance  programs.  Further, 
these  mortgages  involve  greater  risks  of  loss  to  the  government 
but  the  terms  are  more  favorable  to  the  builder  or  lender. 

In  all  these  cases,  it  is  probable  that  the  social  purpose  is 
a  worthy  one.  There  is  a  real  question,  however,  whether  the 
social  purpose  is  soundly  served  by  the  mortgage  insurance  or 
mortgage  guarantee  instrumentality.  There  is  also  a  question 
whether  such  socially  necessary  purposes  are  best  served  by  a 
device  conceived  as  an  actuarial  risk,  when  the  risks  involved  are 
larger  than  those  which  could  normally  be  tolerated  by  any 
workable  insurance  premium.  In  addition,  the  insurance  device 
is  incapable  of  serving  some  of  our  most  urgent  needs.  It  rarely 
works  effectively  for  any  but  the  higher-income  families.  In 
effect,  public  policy  has  become  a  matter  of  using  the  wrong 
instruments  for  the  right  purposes  in  order  to  defer  the  recog- 
nition of  the  potential  costs.  The  risks  in  such  a  policy  have  been 
concealed  to  date  by  twenty  years  of  inflation.  It  is  quite  pos- 
sible that  as  a  result  of  the  passage  of  time  and  the  conditions  of 
inflation,  the  costs  may  never  have  to  be  borne  directly  by  the 
public. 

As  national  housing  programs  broaden  there  should  be  a  con- 
stant re-examination  by  Congress  and  by  all  others  concerned 
with  the  goals  of  housing  policy  of  the  use  of  the  mortgage  in- 
surance device  for  social  purposes  involving  substantial  risks. 
It  is  clear  that  the  insurance  and  guarantee  system  is  one  of  the 
finest  economic  inventions  ever  devised,  but  it  appears  that  other 
devices  might  better  serve  some  of  the  more  important  social 
purposes  of  contemporary  national  housing  policy. 

The  Federal  government  has  a  vitally  important  role  to  play 
in  the  development  and  renewal  of  cities.  It  plays  this  role  in 
partnership  with  many  forms  of  private  business  and  many  types 
of  local  government.  As  new  programs  are  developed  to  serve 
newly  recognized  needs,  policy  makers  must  be  alert  to  elimi- 
nate older  programs  which  have  done  their  job,  and  to  make 
sure  that  public  action  is  necessary  in  fact  to  serve  public  pur- 
poses. 
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Other  Federal  Housing  Activities 

Federal  programs  of  aid  to  housing  and  urban  renewal  pro- 
vide a  wide  range  of  aids,  but  they  leave  other  important  areas 
untouched.  The  Housing  Act  of  1954  took  important  steps  to- 
ward comprehensive  renewal  and  filled  gaps  in  the  1949  Act 
with  its  provisions  for  a  "workable  program,"  demonstration 
grants,  authorization  for  experimental  nonresidential  renewal, 
and  grants  for  city  and  metropolitan  planning.  Some  of  the 
more  important  remaining  gaps  are  identified  below. 

Although  the  workable  program  requirements  of  the  urban 
renewal  program  make  the  development  of  a  general  city  plan 
a  requisite  for  Federal  aids  to  urban  renewal,  similar  requirements 
do  not  attach  to  other  Federal  aid  programs,  including  G.I.  mort- 
gage guarantees,  FHA  mortgage  insurance,  and,  of  perhaps  the 
greatest  importance,  the  Federal  highway  program.  If  all  these 
programs  were  made  subject  to  the  requirement  that  a  city  have 
an  effective  general  plan  in  operation  as  a  condition  to  Federal 
aid,  dramatic  progress  in  city  planning  and  development  would 
probably  result. 

A  closely  related  problem  is  the  quantity  and  quality  of  per- 
sonnel for  city  planning  and  urban  renewal.  These  professional 
activities  are  comparatively  new.  Although  the  number  of 
schools  giving  graduate  training  in  city  planning  has  increased 
threefold  during  the  postwar  years,  the  demand  for  trained  city 
planners  still  far  exceeds  the  supply.  The  Federal  government 
has  given  recognition  to  comparable  problems  in  the  fields  of  the 
sciences  by  offering  graduate  scholarships.  A  modest  program  of 
scholarship  aid  to  graduate  study  in  housing,  urban  renewal,  and 
city  planning  is  clearly  needed. 

There  is  also  growing  evidence  of  Federal  recognition  of  the 
important  role  of  community  facilities  in  urban  development. 
This  recognition  began  with  public  works  programs  in  the 
19305  and  the  wartime  need  to  provide  community  facilities  for 
isolated  centers  of  war  industry.  In  the  postwar  period  Federal 
aid  took  the  form  of  loans  for  the  advanced  planning  of  public 
works  and  loans  for  the  construction  of  community  facilities  in 
Federally  affected  and  rapidly  growing  areas.  Doubtless,  the 
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most  important  development  in  the  near  future  in  this  field  will 
be  the  adoption  of  a  Federal  program  of  loans  and  grants  for 
school  construction.  Such  loans  in  the  past  have  been  adminis- 
tered through  the  Community  Facilities  Administration  of  the 
Housing  and  Home  Finance  Agency.  If  this  administrative  tra- 
dition is  maintained  in  some  enlarged  program  in  the  future,  it 
will  serve  to  reinforce  a  broad  Federal  concern  for  urban  devel- 
opment expressed  administratively  in  the  Housing  and  Home 
Finance  Agency. 

Federal  grants  for  community  facilities  such  as  water,  local 
health,  fire,  police,  park,  recreation,  library,  and  other  services 
do  not  appear  to  be  urgently  needed  if  local  governments  can 
be  relieved  in  greater  degree  of  the  major  costs  of  highways  and 
schools.  Federal  and  state  aids  in  these  two  strategic  areas  would 
free  local  tax  resources  for  the  support  of  the  other,  smaller  but 
more  numerous,  functions  required  to  service  residential  areas. 
On  the  other  hand,  suburban  communities,  which  must  accom- 
modate a  growth  of  60  to  100  million  people  in  the  next  two 
decades,  may  face  impossible  fiscal  problems  in  borrowing  funds 
to  build  facilities  for  future  population  growth,  facilities  which 
such  growth  can  later  support.  There  is  ample  precedent  for  an 
open-end  program  of  Federal  guarantees  of  local  bonds  to  meet 
these  requirements. 

Among  the  metropolitan  growth  problems  is  the  reservation 
of  land  for  future  industrial,  residential,  and  other  private  uses, 
and  for  permanent  public  uses.  While  the  housing  acts  of  1949 
and  1961  contain  some  provisions  for  these  purposes,  they  are  yet 
to  be  implemented. 

The  Federal  government  has  clearly  recognized  its  concern 
with  the  economic  health  of  cities  and  its  willingness  to  provide 
large  Federal  grants  to  aid  local  government  in  coping  with 
the  deterioration  of  cities  and  their  rebuilding.  The  willingness  of 
Congress  to  continue  the  program  of  Federal  grants  for  urban  re- 
newal shows  that  this  principle  is  now  firmly  accepted  in  national 
policy.  Although  the  original  terms  of  the  Housing  Act  of  1949 
limited  the  urban  development  program  to  residential  areas,  the 
subsequent  acts  recognized  that  cities  must  be  treated  as  whole 
economic  units  and  that  urban  redevelopment  techniques  pio- 
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neered  in  housing  may  advantageously  be  applied  to  commercial 
and  industrial  areas  of  the  city.  Some  expansion  of  the  propor- 
tion of  urban  renewal  funds  which  may  be  utilized  for  nonresiden- 
tial  renewal  projects  will  help  cities  to  develop  the  tax  and  em- 
ployment base  required  to  support  local  government  services. 

Federal  credit  aids  may  be  essential  to  the  market  but  should  be 
coupled  with  state  and  local  actions  which  take  account  of  com- 
plex and  interrelated  problems  of  city  planning,  zoning,  interim 
land  uses,  local  tax  revenues,  and  local  government  powers.  Here, 
private  interests  and  Federal  and  local  government  require  joint 
agreement  on  actions  yet  to  be  devised. 

Research 

No  major  industry  in  the  United  States  is  as  deficient  in  sys- 
tematic research  as  the  housing  industry.  Building  materials 
manufacturers,  almost  alone  in  the  industry,  do  development 
work  on  specific  new  products,  but  builders,  land  developers, 
mortgage  lenders,  and  real  estate  brokers  conduct  virtually  no 
research.  As  a  result,  a  $20  billion  industry  which,  to  be  com- 
parable with  other  industries,  should  be  spending  from  a  half 
billion  to  one  billion  dollars  annually  on  research  is  almost  at  a 
technological  and  scientific  standstill.  The  low  progress  rate  of 
the  industry  is  doubtless  directly  related  to  its  inability  to  use 
the  resources  and  skills  of  modern  scientific  institutions.  As 
Chapters  7  and  9  point  out  this  unhappy  situation  in  housing 
stems  in  large  degree  from  the  small  scale  of  the  business  units 
which  comprise  the  industry.  In  agriculture,  where  a  compara- 
ble situation  has  always  existed,  the  Federal  government's  re- 
search program  has  produced  scientific  miracles  which  have  rev- 
olutionized agriculture  during  the  last  seventy-five  years.  The 
U.S.  Department  of  Agriculture  currently  spends  $240  million 
annually -on  research;  the  Housing  and  Home  Finance  Agency 
so  little  that  it  does  not  even  account  research  expenditures  sep- 
arately. When  Federal  commitments,  grants,  guarantees,  and 
loans  on  housing  exceed  $5  billion  annually  this  situation  is  hard 
to  understand. 

A  large-scale  research  program  in  housing  and  urban  develop- 
ment could  include  technical  research  on  the  assembly  of  struc- 
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tures,  on  land  and  facilities  development  costs,  on  the  processes 
affecting  the  growth  or  decline  of  cities  and  of  neighborhoods, 
on  housing  markets,  and  housing  finance.  It  could  use  the  serv- 
ices of  hundreds  of  research  groups  throughout  the  country, 
some  of  which  are  now  engaged  in  small  efforts  in  this  field. 

It  is  sometimes  charged  that  government  aids  support  mar- 
ginal producers  and  thus  slow  the  rate  of  growth  of  the  more 
efficient.  This  whole  problem  should  be  the  subject  of  careful 
study.  In  addition,  it  is  frequently  contended  that  the  FHA  in- 
surance program  impedes  the  adoption  of  new  materials, 
methods,  and  designs.  FHA's  conservatism,  like  that  of  lenders, 
stems  from  an  understandable  caution  about  the  durability  or 
acceptability  of  new  features  which  often  must  last  for  twenty 
years  or  more.  But  such  hazards  can  be  specifically  insured 
against,  and  when  FHA  has  an  insured  portfolio  amounting  to 
$33  billion  (1960)  it  should  be  under  a  positive  mandate  to  in- 
sure the  property  owner  against  loss  on  some  new  developments 
of  an  experimental  character.  Such  insurance,  without  additional 
cost  to  the  owner,  might  apply  to  a  few  thousand  homes  a  year 
for  the  specific  purpose  of  giving  every  possible  encouragement 
to  builders  and  materials  manufacturers  to  develop  and  try  in- 
novations as  promptly  as  possible. 

Probably  the  most  spectacular  deficiency  of  the  housing  in- 
dustry is  its  lack  of  adequate  market  data.  The  census  of  the  farm 
population  and  farm  housing  involves  the  expenditure  of  $1.90 
per  capita  on  the  farm  population.  The  corresponding  census 
of  urban  housing  and  population  involves  an  expenditure  of  only 
$.45  per  capita  on  the  urban  population.  We  have  precise  data 
on  the  agricultural  land  use  of  every  county  in  the  United  States 
but  we  lack  the  most  elementary  data  about  urban  land  use.  We 
have  better  data  regarding  the  number  of  pig  and  chicken  in- 
cubators in  the  United  States  than  we  have  on  the  number  of 
urban  factory  buildings  or  urban  stores.  Our  major  industries 
conduct  systematic  and  detailed  surveys  of  the  buying  habits, 
incomes,  residential  locations,  and  social  characteristics  of  their 
purchasers.  They  use  all  the  elaborate  methods  of  modern 
market  research  to  diagnose  consumer  preferences  and  tastes.  No 
such  information  is  available  in  any  city  in  the  United  States  for 
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the  markets  and  customers  of  the  housing  industry.  If  the  hous- 
ing industry  had  market  information  corresponding  to  that 
available  for  other  industries  of  corresponding  economic  impor- 
tance, it  would  reveal  large  unserved  markets  and  many  business 
opportunities  for  the  industry.  Unless  the  Federal  government 
takes  the  lead,  it  is  unlikely  that  such  market  research  will  be 
done. 

Problems  of  Federal  Administration 

Another  important  unresolved  issue  in  Federal  housing 
policy  is  the  problem  of  coordinating  Federal  housing  and 
other  programs.  Although  the  Housing  and  Home  Finance 
Agency  administers,  through  its  constituent  agencies,  programs 
of  aid  to  private  and  public  housing,  urban  renewal,  home  re- 
habilitation and  improvement,  public  housing,  urban  redevelop- 
ment, community  facilities,  secondary  credit,  and  direct  loans, 
there  has  been  little  effective  coordination  among  them.  In  ad- 
dition, the  Federal  government  has  failed  to  coordinate  urban 
housing  policies  with  its  programs  of  aid  to  water  supply,  sew- 
erage, and  stream  pollution,  and  its  Federal  highway  program 
and  other  programs  aimed  toward  industrial  or  economic  de- 
velopment. 

This  lack  of  coordination  is  most  evident  in  urban  renewal 
programs.  Administered  by  the  Urban  Renewal  Administration 
(part  of  the  HHFA),  they  are  dependent  in  large  degree  upon 
the  mortgage  credit  aids  administered  by  the  Federal  Housing 
Administration,  a  constituent  of  the  Housing  and  Home  Finance 
Agency.  Approval  of  an  urban  renewal  project  by  the  Office  of 
the  Administrator  of  HHFA  and  by  the  Urban  Renewal  Ad- 
ministration provides  no  assurance  that  the  Federal  Housing  Ad- 
ministration or  any  other  agency  will  provide  the  essential  mort- 
gage insurance  or  credit.  Other  parts  of  the  Federal  housing 
credit  system,  including  the  Home  Loan  Bank  System  and  its 
member  institutions,  have  even  less  direct  concern  with  urban 
renewal  programs.  This  lack  of  coordination  is  a  reflection,  of 
course,  of  the  weakness  of  legislative  enactments  and  of  the  lack 
of  effective  policy  control  over  its  operating  agencies  by  the 
Office  of  the  Administrator  of  the  Housing  and  Home  Finance 
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Agency.  That  Office  is  an  instrumentality  of  the  President  and 
Congress,  created  for  coordinative  purposes;  but  its  constituents 
are  in  large  degree  responsive  to  the  special  interests  which  sup- 
port them  and  provide  the  political  pressure  necessary  for  their 
continuation  and  expansion.  Many  groups  have  suggested  that 
the  Administrator  of  the  HHFA  be  given  Cabinet  status  and 
thus  the  influence  required  to  coordinate  housing  activities  and 
the  broader  programs  of  aid  to  urban  areas  conducted  by  other 
departments. 

Perhaps  the  most  conspicuous  example  of  duplication  in  gov- 
ernment programs  is  offered  by  the  existence  of  the  FHA  and 
the  VA  mortgage  programs.  Both  of  these  agencies  insure  mort- 
gages, both  have  nation-wide  systems  of  field  offices  to  inspect 
and  appraise  homes.  Their  separate  regulations  and  procedures 
require  builders  and  lenders  to  maintain  dual  sets  of  accounts  so 
that  the  duplication  extends  not  merely  to  government  but  also 
to  private  agencies.  The  Hoover  Commission  (the  Commission  on 
Organization  of  the  Executive  Branch  of  the  Government)  recom- 
mended that  the  administration  of  these  programs  be  combined 
in  the  FHA  at  great  savings  to  the  government,  a  recommenda- 
tion bitterly  resisted  by  veteran  groups  and  some  lenders. 

Finally,  the  administration  of  Federal  aids  involves  the  grant- 
ing and  occasionally  the  denial  of  substantial  economic  benefits. 
Although  these  types  of  grants  have  not  been  traditionally 
subject  to  review  by  the  courts,  they  are  susceptible  of  being 
administered  inequitably  or  in  a  discriminatory  manner.  Admin- 
istrative appeals  and  review  machinery  ought  to  be  developed 
to  give  business  firms  and  others  opportunities  to  have  proposals 
reconsidered. 

This,  and  the  preceding  chapter,  have  traced  the  evolution  of 
Federal  aids  to  housing  through  the  last  quarter  century.  These 
aids  have  become  a  permanent  feature  of  government,  influenc- 
ing most  new  home  building  and  supporting  the  program  of 
urban  renewal.  Powerful  lobbies  have  developed  to  maintain 
and  expand  them  and  to  influence  their  administration.  National 
political  leaders,  trade  associations,  and  citizens  have  an  obliga- 
tion to  scrutinize  them  carefully  to  be  sure  that  they  still  continue 
to  serve  public  purposes.  Some  programs  appear  to  be  serving 
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chiefly  private  businesses.  If  this  is  true,  perhaps  they  can  be  turned 
over  to  private  business  in  actuality.  Other  programs  appear  to 
support  inefficiencies  rather  than  promote  the  development  of 
business  patterns  which  will  not  require  continuing  help.  In  the 
light  of  the  expansion  of  the  economy  a  review  is  in  order. 


Chapter  15 

POLITICS  AND  PRESSURE 
GROUPS 


National  housing  policies  have  evolved  largely  from  the  com- 
peting demands  of  special-interest  groups.  Arguments  about  the 
public  'welfare  often  reflect  the  demand  of  some  groups  for  com- 
petitive advantage  over  others.  The  major  housing  controversies 
have  not  been  over  public  housing  but  over  hoiv  different  seg- 
ments of  the  industry  'were  to  share  the  housing  market.  The 
cumulative  effect  of  special  pleading  has  led  to  a  steady  expan- 
sion of  programs,  since  each  interest  is  'willing  to  sacrifice  the 
other  interests9  programs  but  not  its  o<wn. 

Despite  this  tendency,  pressure  groups  have  often  supported 
ideological  positions;  that  is,  they  have  opposed  their  own  'wel- 
fare to  sustain  some  real  or  imagined  general  principle.  Skilled 
industry  leaders  have  sometimes  overcome  ideological  obstacles 
to  find  ground  for  mutual  agreement  on  housing  programs,  but 
have  often  found  their  organizations  too  rigidly  committed  to 
positions  to  adapt  to  changing  conditions.  Pressure  groups  sup- 
port and  are  supported  by  Federal  agencies,  and  sometimes  se- 
cure their  objectives  through  administrative  means.  A  thorough 
airing  of  the  objectives  sought  by  different  groups,  and  informa- 
tion and  knowledge  concerning  housing  conditions,  the  industry, 
and  its  markets  are  required  for  constructive  debate. 


For  nearly  a  century  housing  has  been  a  matter  of  public 
and  community  concern  in  the  United  States.  During  these  years 
groups  representing  all  kinds  of  interests — recreation,  public 
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health,  business,  municipal  efficiency,  and  the  like — have  slowly 
come  to  join  at  least  a  part  of  their  effort  in  programs  designed 
to  improve  conditions  of  urban  life,  to  prevent  or  eliminate 
slums,  and  to  provide  better  housing.  In  earlier  days  these  groups 
sought  to  achieve  their  objectives  through  education  and  private 
philanthropy,  later  through  the  use  of  the  powers  of  local  gov- 
ernment. It  was  not  until  the  Depression  and  the  years  following 
World  War  II  that  housing  policy  came  to  be  recognized  as  an 
integral  part  of  national  economic  policy. 

Political  Issues  in  the  Housing  Economy 

The  politics  of  housing  and  urban  renewal  form  a  fascinat- 
ing chapter  in  national  development  because  of  the  thin  line  that 
separates  public  from  private  objectives  in  housing  policy.  Dur- 
ing the  last  twenty-five  years  new  forms  of  partnership  be- 
tween government  and  business  have  emerged  in  housing  which 
illustrate  both  the  possibilities  and  the  problems  in  a  mixed  econ- 
omy. The  continuing  debates  over  the  course  of  national  hous- 
ing programs  illuminate  the  roles  private  groups  and  government 
play  as  they  settle  important  policy  issues,  and  they  bring  to 
sharp  focus  the  means  a  democratic  society  employs  to  resolve 
important  political  issues  regarding  the  nature  of  social  organi- 
zation and  the  means  to  be  used  in  achieving  public  and  private 
purposes. 

Beginning  in  1930  those  who  were  concerned  with  improving 
national  housing  conditions  progressively  succeeded  in  obtain- 
ing the  intervention  and  assistance  of  the  national  government 
on  behalf  of  their  objectives.  But  even  a  measure  of  national 
agreement  upon  the  desirability  of  Federal  intervention  brought 
arguments  as  to  how  Federal  powers  and  policies  should  be 
brought  to  bear  on  housing  and  urban  renewal.  There  are  some 
who  hold  that  Federal  aid  should  first  be  allocated  to  those  peo- 
ple who  most  need  aid  and  can  least  afford  to  take  care  of  their 
own  housing.  Others  contend  that  the  cost  of  providing  good 
housing  for  all  the  indigent  families  is  beyond  our  national  fiscal 
capacity  and  that  our  economy  will  benefit  most  by  providing 
government  aid  to  the  more  prosperous  families  who  need  it  least. 
Relatively  minor  governmental  expenditures,  it  is  argued,  will 
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provide  incentives  for  these  families  to  seek  even  better  housing 
and  in  doing  so  to  enlarge  the  total  housing  supply.  By  this  means 
more  good  housing  will  eventually  filter  down  to  families  who 
cannot  now  afford  it. 

The  most  bitter  arguments  arise,  however,  over  the  distribu- 
tion of  the  benefits  of  government  programs  as  between  differ- 
ent business  interests.  Savings  and  loan  groups  seek  to  advance 
their  welfare  and  their  share  of  the  total  mortgage  market 
through  the  Home  Loan  Bank  System.  Other  classes  of  lending 
institutions  which  benefit  more  from  the  Federal  Housing  Ad- 
ministration want  to  see  its  activities  maintained,  and  con- 
sequently oppose,  or  at  least  do  not  support,  other  programs. 
There  is  controversy  between  those  sections  of  the  building  in- 
dustry primarily  interested  in  sales  housing  and  those  sectors  of 
the  industry  primarily  interested  in  the  construction  of  rental 
housing.  The  ancient  arguments  between  borrowers  and  lenders 
which  have  persisted  throughout  our  national  history  find  their 
counterpart  in  the  politics  of  housing,  with  those  representing 
borrowers  arguing  for  longer  amortization  periods  and  lower 
interest  rates  and  those  representing  savers  and  lenders  arguing 
for  higher  interest  rates  and  more  restrictive  credit  policies. 

A  more  fundamental,  more  obscure,  but  basic  controversy  in 
national  housing  politics  is  the  struggle  between  those  who  try 
to  enlarge  the  housing  sector  of  the  economy  and  those  who 
compete  for  the  consumer's  dollar  in  other  fields.  The  historic 
decline  of  consumer  expenditures  for  housing  reflects  the  rapid 
expansion  and  overwhelming  competitive  strength  of  services 
and  other  consumer  durable  goods.  The  shift  of  consumer  ex- 
penditures from  housing  to  automobiles  has  resulted,  at  least  in 
part,  from  huge  governmental  expenditures  for  the  facilities  au- 
tomobiles require — roads  and  highways.  Those  concerned  with 
the  housing  economy  argue  that  housing  is  a  far  more  essential 
commodity  in  our  society  and  that  massive  governmental  ex- 
penditures to  facilitate  the  use  of  automobiles  and  to  increase 
consumer  expenditures  for  them  do  not  deserve  the  priority 
they  receive.  But  the  automobile  industry,  organized  into  vast 
industrial  giants,  effectively  uses  the  power  of  advertising  to 
create  public  demand  for  its  products.  As  ever  more  roads  are 
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necessary  to  enable  consumers  to  use  their  automobiles,  the  in- 
dustry gives  powerful  support  to  campaigns  for  prodigious 
amounts  of  Federal  aid  to  highways.  The  housing  industry,  frag- 
mented and  divided,  has  had  no  similar  resources  to  create  a 
climate  of  consumer  demand  either  for  its  products  or  for  the 
aids  which  government  might  provide  to  make  them  more  ef- 
fectively available. 

Another  fundamental  political  issue  is  the  conflict  of  interest 
between  those  concerned  with  suburban  and  rural  areas  and 
those  concerned  with  urban  and  central-city  areas.  Our  basic 
systems  of  housing  aid  give  enormous  advantages  to  people  who 
like  to  live  in  suburban  and  rural  nonfarm  areas  and  offer  few 
comparable  economic  advantages  or  incentives  to  people  who 
like  to  live  in  central  cities.  Policy  makers,  concerned  about  cen- 
tral-city development,  slowly  have  come  to  recognize  these  dif- 
ferentials in  aid  and  now  seek  to  redress  the  balance  by  obtain- 
ing more  nearly  comparable  aids  for  urban  and  central-city 
districts. 

Broad  political  issues  such  as  those  outlined  above  are  rarely 
debated  on  their  merits.  In  the  four-year  controversy  that  pre- 
ceded the  Housing  Act  of  1 949  they  were,  it  is  true,  well  aired  in 
two  congressional  elections  and  one  presidential  election,  but 
more  commonly  they  are  argued  from  the  standpoint  of  special 
programs.  A  debate  over  the  terms  under  which  FHA  may  in- 
sure existing  residential  properties  masks,  for  example,  a  struggle 
between  different  classes  of  lending  institutions  to  secure  a  larger 
proportion  of  the  home  mortgage  market.  An  argument  over 
"Fanny  May's"  discount  rates  is  one  between  borrowers  and 
lenders  and  between  different  classes  of  lending  institutions. 
The  controversy  as  to  whether  the  FHA  shall  insure  mortgages 
on  rental  properties  at  90  per  cent  of  value  or  90  per  cent  of 
necessary  current  costs  is  at  base  a  struggle  between  developers 
and  lenders. 

The  Pressure  Groups  and  Their  Organizations 

The  political  processes  involved  in  reaching  agreement  on 
housing  issues  may  best  be  illustrated  by  a  description  of  the 
organizations  that  were  involved  in  the  debate  from  1944 
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through  1949  over  the  Wagner-Ellender-Taft  bill  which,  when 
the  legislative  dust  had  settled,  became  the  Housing  Act  of  1949. 
The  debate  arrayed  two  great  coalitions  against  each  other:  a 
score  of  business  groups  and  well  over  fifty  so-called  public-inter- 
est groups.  The  debate  really  revolved  around  relatively  minor 
issues,  for  there  was  a  wide  measure  of  agreement  on  some  funda- 
mental matters  by  both  sides;  but  it  brought  into  play  trade  and 
reform  organizations  which  used  many  propaganda  and  pressure 
techniques  on  behalf  of  the  positions  they  favored.  The  public 
record  of  their  activities  provides  a  remarkable  acount  of  politi- 
cal action  in  housing. 

According  to  the  published  hearings  of  a  committee  of  the 
House  of  Representatives,  twenty-three  business  organizations 
took  a  position  in  opposition  to  the  Wagner-Ellender-Taft 
bill.  Their  opposition  was  directed  not  at  the  proposed  aids  to 
private  enterprise,  but  at  the  bill's  public  housing  provisions — 
and  to  a  lesser  degree  to  its  urban  redevelopment  and  research 
proposals. 

Four  organizations  formed  the  core  of  the  opposition:  the  Na- 
tional Association  of  Real  Estate  Boards,  the  United  States  Sav- 
ings and  Loan  League,  the  National  Association  of  Home  Build- 
ers, and  the  United  States  Chamber  of  Commerce.  Closely  allied 
with  this  group  and  following  it  on  major  issues  of  policy  were 
five  other  organizations:  the  American  Bankers  Association,  the 
Mortgage  Bankers  Association  of  America,  the  Building  Prod- 
ucts Institute,  the  National  Retail  Lumber  Dealers  Association, 
and  the  Associated  General  Contractors.  Still  other  allies  were 
thirteen  organizations  representing  apartment  house  owners, 
building  materials  manufacturers,  specialized  subcontractors, 
prefabricators,  and  the  like. 

The  supporters  of  the  Wagner-Ellender-Taft  bill  were  an 
even  larger  and  more  diverse  group.  The  core  of  this  group  was 
the  National  Housing  Conference,  the  National  Association  of 
Housing  Officials  (now  the  National  Association  of  Housing 
and  Redevelopment  Officials),  the  American  Federation  of  La- 
bor, and  the  Congress  of  Industrial  Organizations.  Closely  re- 
lated to  them  were  five  veterans'  organizations:  the  Veterans  of 
Foreign  Wars,  the  American  Legion,  the  American  Veterans 
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Committee,  the  Jewish  War  Veterans,  and  the  Catholic  War  Vet- 
erans; organizations  representing  the  three  major  religious  de- 
nominations; the  United  States  Conference  of  Mayors;  the 
League  of  Women  Voters  and  the  American  Association  of 
University  Women;  the  Urban  League  and  the  National  Associa- 
tion for  the  Advancement  of  Colored  People.  Allied  to  these 
organizations  were  fifty-four  others  representing  public  health 
and  welfare,  settlement  houses,  churches,  cooperatives,  and  so 
on. 

The  composition  of  the  two  coalitions  changed  from  time  to 
time  as  organizations  defected  or  shifted  position.  The  follow- 
ing descriptions  are  of  the  core  organizations  on  each  side  and 
some  of  their  influential  supporters. 

The  National  Association  of  Real  Estate  Boards,  an  organiza- 
tion with  a  reported  44,000  members  in  1,100  communities, 
supported  a  Federally  chartered  mortgage  discount  bank  in 
the  19205  and  early  19305.  In  1934  it  came  out  in  favor  of  the 
FHA  mortgage  and  later  it  encouraged  the  introduction  of  the 
first  proposals  for  Federal  aid  to  urban  redevelopment. 

The  National  Association  of  Home  Builders  was  established 
during  the  war  years  as  an  affiliate  of  the  National  Association 
of  Real  Estate  Boards,  but  a  few  years  later  broke  away  from  its 
parent  and  became  an  independent  organization.  By  1950  it  had 
16,000  members  organized  into  130  local  home  builder  associa- 
tions. Its  propaganda  strenuously  opposed  the  public  housing 
program  as  "socialistic"  or  "communistic"  and  as  being  in  direct 
competition  with  private  home-building  activity,  and  just  as 
vigorously  supported  the  expansion  of  the  FHA  mortgage  in- 
surance program,  the  VA  mortgage  guarantee  program,  and  the 
liberalization  of  mortgage  terms  available  under  both  FHA  and 
VA.  Its  primary  interest  was  in  the  development  of  single- 
family,  detached  suburban  houses. 

The  United  States  Savings  and  Loan  League,  organized  in 
1892,  represents  most  of  the  savings  and  loan  associations  in  the 
United  States;  it  had  3,600  members  in  1950.  Savings  and  loan 
associations  promoted  and  supported  the  Home  Loan  Bank  Act 
of  1932  and  expansions  of  it  in  1933  and  1934.  They  opposed 
the  establishment  and  later  the  extension  of  the  FHA  mortgage 
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insurance  system.  Although  the  savings  and  loan  institutions  of 
the  country  had  been  the  primary  beneficiaries  of  Federal  aid 
during  the  19305  and  had  benefited  directly  from  the  activities 
of  the  Home  Owners  Loan  Corporation,  by  the  late  war  years 
the  League  proposed  the  early  liquidation  of  the  Home  Owners 
Loan  Corporation's  remaining  portfolio  at  some  expense  to  the 
government  and  at  a  substantial  prospective  profit  to  the  member 
institutions.  This  action  incurred  the  strenuous  opposition  of 
the  Home  Loan  Bank  commissioner  of  that  day  and  promoted 
dissension  among  the  members  of  the  League.  As  a  result  a  rival 
organization  was  set  up.  The  National  Savings  and  Loan  League 
urged  the  re-establishment  of  the  Home  Loan  Bank  Board  as  a 
quasi-independent  agency  and,  when  this  proposal  was  incor- 
porated in  the  Wagner-Ellender-Taft  bill,  lent  its  support  to  the 
bill. 

The  United  States  Chamber  of  Commerce  with  its  2,600  local 
chambers  was  actively  opposed  to  the  Wagner-Ellender-Taft 
bill,  and  there  is  some  evidence  that  the  Chamber's  Construction 
Division  served  as  a  coordinating  agent  for  the  opposition  at 
certain  crucial  periods.  The  Chamber's  opposition  to  the  bill 
was  based  largely  on  its  opposition  to  any  further  expansion  of 
governmental  expenditures  or  financial  commitments.  The 
Chamber  did  support,  however,  the  expansion  of  the  FHA  sys- 
tem of  mortgage  insurance,  as  it  has  perennially  supported  other 
aids  to  business. 

The  Mortgage  Bankers  Association  of  America  with  1,200 
member  mortgage  bankers  and  brokers  supported  a  continua- 
tion and  expansion  of  the  FHA  mortgage  insurance  system  but 
opposed  the  public  housing  and  slum  clearance  features  of  the 
bill.  Its  members  are  mortgage  brokers  who  engage  very  heavily 
in  the  writing  and  servicing  of  FHA-insured  mortgages,  par- 
ticularly for  life  insurance  companies  and  commercial  banks. 
The  American  Bankers  Association,  representing  15,000  com- 
mercial banks  in  the  United  States,  took  a  similar  position.  On 
the  other  hand,  the  National  Association  of  Mutual  Savings  Banks, 
representing  the  mutual  savings  banks  in  the  Northeastern  part 
of  the  United  States,  supported  the  major  features  of  the  bill, 
including  the  public  housing  and  urban  redevelopment  titles.  In 
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this  respect  the  mutual  savings  banks  reflect  the  fact  that  busi- 
ness opposition  to  the  legislation  was  far  from  unanimous. 

The  National  Housing  Conference  played  the  role  of  coordi- 
nator for  the  interests  that  supported  the  legislation.  This  or- 
ganization, consisting  of  3,000  individual  members,  had  been 
established  in  the  early  19305  to  promote  public  housing  legisla- 
tion; later  it  broadened  its  interests  to  include  urban  redevelop- 
ment and  renewal.  The  NHC  had  support  from  a  few  business 
leaders  and  labor,  veterans,  and  religious,  welfare,  and  other  civic 
groups. 

The  National  Association  of  Housing  Officials  was  a  closely 
related  organization.  Its  4,000  members  were  chiefly  members 
and  employees  of  local  public  housing  agencies.  Organized  in  the 
early  19305,  its  primary  purpose  was  the  development  and  expan- 
sion of  the  public  housing  program  and  the  advancement  of  the 
professional  status  and  interest  of  those  engaged  in  that  program. 
It  later  extended  its  interests  to  urban  redevelopment  and  renewal. 

The  two  major  labor  organizations  of  the  United  States,  the 
American  Federation  of  Labor  with  jl/2  million  members  and 
the  Congress  of  Industrial  Organizations  with  6  million  mem- 
bers were  strong  advocates  of  the  Wagner-Ellender-Taft  bill. 
The  American  Federation  of  Labor's  position  rested  in  some 
degree  on  the  special  interest  of  its  building  trades  department 
in  employment  opportunities  in  construction,  but  it  gave  vigor- 
ous approval  to  urban  redevelopment  proposals  and  Federal 
mortgage  insurance,  particularly  for  cooperative  housing 
projects.  The  Congress  of  Industrial  Organizations  had  no  such 
special  membership  interest  in  the  bill's  employment  aspects  and 
spoke  chiefly  on  behalf  of  its  members  as  consumers  of  housing. 

Allied  with  these  core  organizations  supporting  the  Wagner- 
Ellender-Taft  bill  were  municipal,  civic,  religious,  and  veterans' 
organizations  of  considerable  importance.  The  American  Mu- 
nicipal Association  representing  the  officials  of  9,500  cities 
through  state  leagues  of  municipalities  consistently  supported 
the  bill  although  it  did  not  engage  in  aggressive  lobbying.  The 
United  States  Conference  of  Mayors,  representing  the  larger 
cities  of  the  nation,  fought  hard  for  the  bill. 

Protestant,    Catholic   and   Jewish   groups   supported   the    bill 
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through  the  Federal  Council  of  Churches  of  Christ  in 
America,  the  National  Catholic  Welfare  Conference,  and  B'nai 
B'rith.  Because  of  their  wide  representation,  they  were  regarded 
as  being  highly  influential  even  though  they  did  not  engage  in 
the  intensive  propaganda  activity  typical  of  more  single-pur- 
posed organizations.  The  same  was  true  of  the  American  As- 
sociation of  University  Women  and  of  the  League  of  Women 
Voters. 

The  veterans'  groups  were  among  the  important  supporters 
of  postwar  housing  legislation,  apparently  recognizing  that 
comprehensive  housing  legislation  was  the  means  of  obtain- 
ing housing  assistance  for  lower-income  veterans.  The  American 
Legion  supported  the  Wagner-Ellender-Taft  bill  even  when 
some  state  chapters  opposed  it  vociferously.  Indeed,  the  struggle 
within  the  American  Legion  between  proponents  and  oppo- 
nents of  the  legislation  was  among  the  most  dramatic  of  the 
struggles  over  the  adoption  of  the  legislation. 

Finally,  there  was  a  pressure  group  among  the  Federal 
agencies  involved.  The  Federal  bureaucracy  tends  to  reflect 
the  divisions  of  opinion  which  exist  in  the  political  world  out- 
side Federal  agencies.  Relative  influence,  the  state  of  readiness 
for  political  action,  and  willingness  to  exercise  pressure  varies 
from  agency  to  agency  and  from  time  to  time.  During  the  late 
war  years,  the  staffs  of  the  National  Housing  Agency,  the  Fed- 
eral Public  Housing  Authority,  and,  in  lesser  degree,  the  Fed- 
eral Housing  Administration,  conducted  a  number  of  studies 
which  provided  much  of  the  factual  background  for  the  Wag- 
ner-Ellender-Taft bill  and  presented  their  findings  at  hearings 
conducted  by  Senator  Robert  A.  Taft. 

In  addition,  because  it  is  fairly  usual  for  counsel  for  the  several 
housing  agencies  to  serve  as  advisers  to  the  Senate  and  House 
Banking  and  Currency  committees,  both  their  knowledge  of  the 
legal  problems  involved  and  their  judgments  as  to  desirable 
courses  of  action  doubtless  exercised  strong  influence  on  the 
course  of  the  legislation.  There  were  also  unquestionably  times 
when  the  field  offices  of  the  several  Federal  agencies  served  a 
staff  or  intelligence  function  for  the  pressure  groups  who  were 
contending  for  legislative  change. 
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Critical  support  or  opposition  came  at  different  times  from  the 
Department  of  Commerce,  the  Department  of  Labor,  the 
Federal  Reserve  Bank,  and  other  agencies  of  government  not 
directly  involved  in  housing  legislation  but  having  strong  peri- 
pheral interests  in  it.  In  the  closing  hours  of  debate  on  the  1949 
Housing  Act  which  the  President  was  supporting,  the  Federal 
Works  Agency  appeared  with  the  opponents  of  the  redevelop- 
ment title  to  urge  that  the  program  be  modified  and  vested  in 
that  agency  rather  than  in  the  National  Housing  Agency.  Thus 
does  the  executive  establishment  speak  with  several  voices  re- 
flecting different  interests. 

The  Balance  of  Power 

The  effective  political  power  which  was  mustered  by  the  two 
opposing  coalitions  proved  to  be  surprisingly  evenly  balanced. 
The  opponent  coalition  was  able  to  provide  a  considerably 
larger  full-time  staff  in  Washington  during  the  four  years  of  de- 
bate than  could  the  proponents,  and  their  propaganda  material 
was  of  a  far  higher  professional  quality.  The  hearings  of  the 
House  Committee  on  Lobbying  indicate  that  their  financial  re- 
sources were  considerably  greater,  too.  The  Realtors'  Washing- 
ton committee,  which  was  merely  one  organizational  wing  of 
the  core  group  of  the  opponents,  had  a  national  budget  in  1949 
of  more  than  twice  the  annual  budget  of  the  National  Housing 
Conference,  the  central  organization  for  the  supporters.  On  the 
other  hand,  the  numerical  strength  of  the  opponents  was  con- 
siderably smaller  than  that  of  the  proponents. 

However,  some  of  the  opponent  groups  had  the  advantage  of 
effective  grass-roots  community  organization.  Thus,  the  thou- 
sand-odd local  real  estate  boards  and  the  chapters  of  the  Na- 
tional Association  of  Home  Builders  and  the  United  States  Sav- 
ings and  Loan  League  constituted  powerful  instruments  for 
political  pressure  in  the  home  communities  where  it  counted 
most.  For  many  years  it  had  been  the  practice  of  local  savings 
and  loan  institutions  to  elect  members  of  Congress  to  their 
boards  of  directors.  This  fact  doubtless  contributed  to  congres- 
sional understanding  of  the  problems  of  the  savings  and  loan  in- 
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dustry  and  to  congressional  interest  and  responsiveness  to  the 
organized  representatives  of  savings  and  loan  interests. 

The  supporting  organizations,  on  the  other  hand,  claimed  to 
represent  a  majority  of  the  people  of  the  United  States  but  by 
no  means  spoke  for  a  majority  of  those  that  knew  or  cared 
about  the  bill.  The  60  million  American  citizens  in  towns  and 
cities  represented  in  Washington  by  the  United  States  Confer- 
ence of  Mayors  had  almost  no  direct  personal  interest  in  the  ac- 
tivities of  the  Conference.  Similarly,  most  of  the  13  million 
members  of  the  two  major  labor  organizations  or  the  50  million 
or  more  Americans  represented  by  the  three  major  religions 
whose  national  organizations  supported  the  legislation  had  very 
little  direct  interest  in  the  campaign  which  their  leaders  were 
supporting. 

There  were  dissenting  opinions  in  both  camps.  The  narrower 
the  purposes  of  a  voluntary  special-interest  organization,  the 
more  likely  it  is  to  reflect  the  members'  views  accurately.  Hence 
very  broad  purpose  organizations — like  those  for  labor,  veterans, 
and  religious  interests — may  not  be  so  representative  of  mem- 
bers' views  on  specific  problems.  If  this  is  true,  it  raises  a  funda- 
mental problem  in  the  politics  of  housing,  for  the  special  inter- 
ests of  certain  businesses  are  always  actively  served  by  the  na- 
tional organizations  that  represent  them.  The  citizenry  as  a 
whole  is  rarely  represented  and  seldom  aware  of  the  problems 
involved.  Almost  all  producers  are  organized,  but  few  consumers 
are.  Those  who  seek  a  public  dollar  are  apt  to  be  on  hand  where 
legislative  decisions  are  made;  the  citizenry,  whose  dollar  is 
sought,  is  likely  to  be  home  mowing  the  lawn. 

Local  interests  and  issues  in  housing  differ  from  those  on  the 
national  scene,  but  on  the  whole  they  typify  the  same  organiza- 
tions, controversies,  debates,  and  solutions.  The  principal  dif- 
ference is  that  local  organizations  are  much  less  concerned,  as 
might  be  expected,  with  the  ideologies  involved — much  as  they 
may  use  ideological  slogans — than  they  are  with  strictly  local  is- 
sues growing  out  of  neighborhood  composition  and  small-busi- 
ness activity. 

This  is  nowhere  better  exemplified  than  in  Chicago  where 
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immediately  after  passage  of  the  Wagner-Ellender-Taft  bill  a 
controversy  over  the  selection  of  public  housing  sites  broke  out 
and  raged  for  two  years  with  extraordinary  bitterness.  Instead 
of  Congress,  the  target  for  action  was  the  city  council  which 
had  to  give  its  approval  to  sites  proposed  by  the  local  housing 
authority.  In  much  the  same  manner  as  occurred  in  the  na- 
tional arena,  council  members  were  highly  responsive  to  the 
local  pressure  groups  which  they  favored.  However,  none  of 
the  four  core  groups  opposing  national  legislation  played  a  ma- 
jor role  in  the  local  battle  in  Chicago.  Even  the  United  States 
Savings  and  Loan  League,  whose  chief  executive  in  Chicago 
was  a  leading  member  of  a  national  antipublic  housing  lobby, 
saw  no  great  advantage  in  direct  intervention  in  the  local  situa- 
tion. Nor,  apparently,  did  the  national  labor  unions  or  veterans 
organizations  which  had  supported  the  national  legislation.  In- 
deed, there  was  often  a  switch  from  national  to  local  attitude 
on  the  part  of  members  of  both  groups.  Some  powerful  mem- 
bers of  the  local  banking  fraternity  and  real  estate  group  took 
a  stand  on  public  housing's  side  or  stayed  aloof  from  it  entirely, 
and  there  were  members  of  unions  and  veterans  groups  who, 
from  within  their  neighborhood  associations,  strongly  opposed 
public  housing.  The  field  office  of  the  national  Public  Housing 
Administration  was  at  times  opposed  to  PHA's  stand  in  the  situ- 
ation and  vice  versa.  In  the  end,  when  compromise  was  finally 
reached,  practically  every  organized  group  had  shifted  its 
ground  at  least  once  and  sometimes  more  frequently. 

Ideology  and  Interest  in  National  Housing  Legislation 

In  democratic  societies  it  is  fashionable  to  draw  a  contrast 
between  special  interests  and  the  public  interest.  But  what  is  the 
public  interest?  And  how  may  the  public  interest  be  ascertained 
save  through  the  kind  of  political  controversy,  argument,  and 
public  debate  described  above?  Organizations  to  carry  on  such 
activities  are  essential  to  the  functioning  of  a  democratic  society. 
They  constitute  the  means  through  which  public  policy  issues 
are  brought  to  the  attention  of  the  nation  and  its  communities, 
examined,  debated,  and  eventually  decided. 

The  so-called  special-interest  groups  do  sometimes  engage  in 
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self-seeking  activity.  But  very  often  they  are  motivated  by 
broader  ideological  conceptions  of  the  role  of  government  in 
society.  This  fact  is  illustrated  by  several  switches  of  position 
which  occurred  during  the  postwar  debates  on  national  housing 
policy.  Consider,  as  an  example,  the  Urban  Land  Institute  which 
was  organized  to  promote  the  redevelopment  of  central  cities. 
During  its  formative  years,  it  was  instrumental  in  conducting  a 
number  of  surveys  on  the  need  for  urban  redevelopment  in  cen- 
tral cities  and  in  the  development  and  introduction  into  Congress 
of  one  of  the  first  bills  seeking  a  national  program  of  Federal 
aid  for  urban  redevelopment.  Despite  this  fact,  it  joined  with 
its  sister  organization,  the  National  Association  of  Real  Estate 
Boards,  and  others  in  opposing  Federal  legislation  to  this  end, 
apparently  as  a  result  of  ideological  concerns  over  the  extension 
of  Federal  government  activity  into  a  new  field  and  the  increased 
public  expenditures  which  would  result. 

Similarly,  there  is  no  question  but  that  building  materials 
manufacturers  would  profit  from  any  enlargement  of  housing 
construction,  public  or  private.  The  Producers  Council,  rep- 
resenting major  manufacturers  of  building  materials,  pointed 
toward  such  a  position  in  its  preliminary  discussion  of  postwar 
housing  policy.  But  in  the  end  it  joined  with  the  opposition  in 
attempting  to  curtail  Federal  aids  for  public  housing  and  urban 
redevelopment. 

Similar  changes  of  position  occurred  among  the  supporting 
groups.  Outstanding  among  them  was  the  action  in  1946  of  the 
American  Legion  in  disavowing  further  support  of  priorities 
for  veterans'  housing.  This  led  to  the  elimination  of  such 
priorities  despite  the  fact  that  they  were  clearly  designed  to 
make  available  to  veterans  homes  which  might  otherwise  have 
gone  to  nonveterans.  This  action  might  be  described  by  some 
as  the  assumption  of  temporary  control  of  the  Legion's  housing 
policies  by  those  who  were  more  interested  in  profits  from  home 
building  than  in  the  welfare  of  the  veterans.  The  American 

D 

Legion  later  supported  the  bill. 

Ideology  and  interest  may  be  variously  defined.  For  example, 
who  is  to  say  that  home  builders  or  mortgage  lenders  or  labor  or 
any  other  group  will  be  best  served  in  the  long  run  by  a  par- 
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ticular  kind  of  Federal  activity  or  a  particular  level  of  Federal 
expenditures?  Will  the  manufacturers  of  building  materials 
benefit  more  from  a  different  distribution  of  our  economic  re- 
sources, or  will  they  benefit  more  from  an  expansion  of  Federal 
housing  activities?  Clearly,  there  must  be  at  least  a  minimum 
level  of  semantic  honesty  if  debates  over  policy  are  to  expose  the 
issues  at  stake.  Generalized  debates  on  whether  urban  re- 
newal is  socialistic  or  communistic  mask  the  real  issues  and  pro- 
duce more  heat  than  light.  In  the  development  of  national  hous- 
ing policy,  the  issues  revolve  around  questions  of  how  much 
debt  the  Federal  government  can  afford  to  carry,  how  much 
local  communities  can  and  should  contribute  to  efforts  to  im- 
prove housing  standards,  what  classes  of  people  will  benefit  from 
resulting  housing,  and  what  classes  of  business  will  provide  it. 
If  it  is  true  that  the  efforts  of  some  of  housing's  interest  groups 
to  liquidate  controls  on  housing  in  1946  helped  advance  the  in- 
terests of  other  sectors  of  the  economy,  it  can  justifiably  be 
argued  that  the  national  welfare  would  have  been  advanced 
by  a  little  more  self-interest  on  the  part  of  the  home-building  in- 
dustry and  the  manufacturers,  mortgage  lenders,  and  other 
groups  who  participate  in  it. 

The  claim  of  some  groups  that  they  oppose  the  enlargement 
of  Federal  activities  and  programs  is  difficult  to  support.  At  no 
time  in  the  last  twenty-five  years  has  any  of  the  groups  opposing 
the  expansion  of  Federal  aids  to  housing  generally  opposed  the 
expansion  of  Federal  aids  specifically  to  its  sector  of  the  housing 
economy.  Thus,  "opposition  to  government  expansion"  really 
means  opposition  to  government  expansion  of  aids  which  would 
be  of  primary  benefit  to  other  groups  and  support  for  aids 
which  would  be  of  particular  benefit  to  the  group  immediately 
at  hand. 

One  of  the  conclusions  that  might  be  drawn  from  these  ob- 
servations is  that  there  is  little  probability  that  the  aggregate  of 
Federal  activity  will  ever  be  reduced,  since  the  aggregate  impact 
of  all  pressure  groups  is  for  continued  expansion  of  all  programs. 
Only  if  some  groups  were  willing  to  sacrifice  their  own  special 
interests  by  advocating  the  elimination  of  programs  which  are 
of  special  benefit  to  them  would  there  be  any  real  prospect  that 
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Federal  activities  could  or  would  be  reduced  appreciably. 
Viewed  in  this  light,  the  central  concern  must  be  for  an  honest 
appraisal  of  the  benefits  and  costs  of  each  program.  Most  people 
have  little  concern  whether  savings  and  loan  institutions  or  mu- 
tual savings  banks  or  mortgage  bankers  or  commercial  banks  or 
life  insurance  companies  have  government  mortgage  guar- 
antees, or  whether  any  one  or  several  of  these  groups  should 
have  their  competitive  interests  advanced  vis-a-vis  the  others  by 
a  governmental  program.  But  it  is  their  concern  that  there 
should  be  prompt,  economical,  and  efficient  mortgage  service 
in  all  parts  of  the  country  through  whatever  institutions  can 
most  efficiently  provide  it. 

The  quality  of  leadership  involved  in  pressure  groups  may 
exercise  a  decisive  influence  upon  their  success  or  failure  and 
upon  their  contributions  to  national  policies  and  programs.  In 
the  history  of  national  housing  legislation  some  leaders  stand 
out  as  men  with  a  clear  sense  of  strategy,  prodigious  tactical 
skills,  and  a  readiness  to  exercise  their  influence  to  shape 
national  housing  programs  effectively.  As  they  gained  experi- 
ence they  repeatedly  sought  to  develop  accommodations  with 
their  opponents  in  an  effort  to  advance  viable  national  housing 
policies.  At  the  height  of  the  controversy  over  the  Wagner- 
Ellender-Taft  bill,  for  example,  one  National  Association  of 
Real  Estate  Boards  leader  tried  hard  to  develop  a  common  pro- 
gram with  the  CIO  for  cooperative  housing.  Too  often,  how- 
ever, an  organization  finds  itself  so  heavily  committed  to  ideo- 
logical positions  that  it  is  unable  to  adapt  itself  to  the  strategic 
changes  or  tactical  shifts  signaled  by  a  farsighted  leader. 

The  positions  of  almost  all  of  the  pressure  groups  in  housing 
have  shifted  with  changing  circumstances  and  changing  con- 
cepts. In  the  depression  years  representatives  of  the  building  in- 
dustry expressed  little  opposition  to  the  expansion  of  govern- 
mental programs.  Any  aid  was  helpful  when  all  were  unem- 
ployed. But  there  was  intense  competition  as  to  who  would  get 
aid.  The  widely  held  assumption  that  the  Depression  would  re- 
sume after  the  war  produced  considerable  agreement  on  the 
need  for  a  full  complement  of  Federal  aids  to  private  housing, 
urban  redevelopment,  and  public  housing.  The  Wagner- 
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Ellender-Taft  bill  might  have  been  adopted  almost  without  con- 
troversy in  the  fall  of  1945  or  in  early  1946.  But  then  it  became 
clear  that  the  postwar  period  was  to  be  one  of  prosperity.  The 
building  industry  promptly  disavowed  government  aids  for 
slum  clearance  and  demanded  only  government  mortgage  in- 
surance and  guarantees  and  an  opportunity  to  compete  in  a 
boom  market.  Booms  do  not  last  forever,  however,  or  they  pro- 
duce excessive  demands  for  money  which  reduce  the  mortgage 
funds  available  to  home  building.  When  these  circumstances 
arose,  industry  opinion  divided  again:  Builders  wanted  credit 
even  if  government  lending  ("secondary  market  support")  was 
needed.  Lenders  wanted  higher  interest  rates  and  resisted  the 
extension  of  credit  aids.  Then  in  1953  and  1954,  when  housing 
production  was  down  by  20  per  cent,  some  of  the  most  vigor- 
ous and  sincere  opponents  of  public  housing  and  slum  clearance 
discovered  rehabilitation  and  ended  by  agreeing  on  an  urban 
renewal  program  that,  on  a  much  narrower  basis,  they  had  op- 
posed earlier. 

In  no  small  degree  many  modifications  of  positions  or 
reversals  of  positions  come  from  a  clearer  perception  of  the  ef- 
fects of  various  proposals  and  a  clearer  understanding  of  the 
problems  involved.  Often  the  staff  work  of  advisers  to  leaders 
in  pressure  groups  is  an  important  element  in  developing  better 
programs.  But  even  so,  the  leaders  of  all  groups  are  from  time 
to  time  misinformed  or  lack  information  essential  to  an  intel- 
ligent analysis  of  the  problems  at  hand  and  the  solutions  pro- 
posed to  those  problems.  At  times  the  Federal  government  has 
been  extraordinarily  helpful  in  shedding  light  on  housing  prob- 
lems by  providing  a  comprehensive  set  of  facts  and  an  appraisal 
of  alternative  possible  programs.  At  other  times  it  has  failed  al- 
most wholly  to  provide  adequate  data  for  intelligent  judg- 
ments. In  recent  years  the  amount  of  factual  knowledge  availa- 
ble for  public  decision-making  on  housing  and  community  de- 
velopment has  diminished  rather  than  increased. 

Pressure  Groups  and  Administrative  Action 

It  is  widely  recognized  that  Federal  administrative  agencies 
\tend  to  become  subservient  to  the  interests  of  the  particular 
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groups  they  serve.  Thus,  the  Federal  Housing  Administration 
enjoys  the  most  vigorous  and  sustained  support  of  home  builders 
and  certain  classes  of  mortgage  lenders.  The  Home  Loan  Bank 
System  enjoys  the  support  of  savings  and  loan  associations.  The 
Veterans  Administration's  loan-guarantee  program  draws  sup- 
port from  veterans'  groups,  and  so  on.  These  administrative 
agencies  understandably  tend  to  respond  to  the  administrative 
and  policy  suggestions  of  their  support  groups.  As  a  con- 
sequence, the  pressure  groups  can  often  achieve  changes  in  pol- 
icy through  administrative  action  or  through  administrative 
support  of  legislative  proposals. 

Where  the  administering  agency  is  subject  to  dual  or  con- 
flicting pressures,  it  may  be  forced  to  consider  alternative  pol- 
icies and  to  weigh  the  public  costs  and  benefits  involved  in  those 
policies.  But  where  the  administering  agency  is  not  subject  to 
conflicting  pressures  it  unquestionably  tends  to  sacrifice  broader 
public  purposes  in  favor  of  the  narrower  interests  of  its  support- 
ing groups.  As  a  consequence  of  the  sustained  interest  of  busi- 
ness groups  in  the  FHA  program  and  the  almost  total  absence 
of  any  countervailing  pressure  from  consumer  groups,  the  Fed- 
eral Housing  Administration  has  since  its  inception  tended  to  im- 
prove benefits  available  to  mortgage  lenders  and  to  the  builders 
of  sales  housing.  By  contrast,  it  has  developed  few  effective 
means  to  further  the  rental  housing  program — the  pressure  is 
simply  lacking;  or  to  improve  the  quality  of  its  protection  of 
consumers — again,  pressure  is  lacking.  Similar  administrative 
practices  can  be  cited  with  respect  to  other  Federal  agencies. 

Because  of  this  tendency  of  administrative  agencies  to  repre- 
sent and  reflect  the  special  interests  of  their  clientele,  it  is  easy  for 
them  to  lose  sight  of  their  broader  general  purposes.  One  of  the 
most  serious  problems  of  Federal  administration  is  how  to  inter- 
pose some  higher  supervisory  authority  as  a  watchdog  of  public 
concerns.  The  only  effective  limitation  upon  demands  for  ever 
larger  budgets  comes,  in  the  case  of  the  several  Federal  housing 
agencies,  from  the  Administrator  of  the  Housing  and  Home  Fi- 
nance Agency,  and  the  Bureau  of  the  Budget,  and  the 
White  House.  Their  supervisory  and  policy  control  attempts  to 
assure  that  the  broader  public  purposes  intended  by  Congress  in 
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its  original  authorization  are  not  slowly  subverted  and  under- 
mined in  favor  of  the  narrower  purposes  of  support  groups. 
The  need  for  such  supervision  can  be  modified  to  the  extent  that 
there  are  built  into  each  agency's  program  countervailing  pres- 
sures which  force  the  agency  to  balance  and  reconcile  pressures 
on  it. 

The  Role  of  Political  Leadership  in  Housing 

Two  axioms  of  contemporary  political  theory  are  demon- 
strated with  considerable  force  by  the  history  of  Federal  inter- 
vention in  housing.  These  are  the  concept  that  executive  power 
considerably  exceeds  legislative  power  in  the  modern  state,  and 
that  the  multiplicity  of  interests  embraced  by  the  two  major 
political  parties  precludes  basic  changes  in  our  laws  unless  both 
parties  agree. 

Executive  political  leadership,  specifically  that  of  the  Presi- 
dent, was  largely  responsible  for  our  basic  housing  programs. 
The  Home  Loan  Bank  Act,  drafted  in  President  Hoover's  Depart- 
ment of  Commerce;  the  Home  Owners  Loan,  National  Housing, 
and  United  States  Housing  acts,  drafted  in  the  executive  offices 
of  President  Roosevelt;  the  Housing  Act  of  1949,  also  drafted 
in  the  executive  offices  of  President  Roosevelt  and  supported  and 
adopted  under  President  Truman's  administration;  and  the  Hous- 
ing Act  of  1954,  drafted  by  a  committee  appointed  by  President 
Eisenhower,  bear  witness  to  this  leadership.  Although  the  legis- 
lative branch  has  been  able  to  block,  ratify,  or  modify  legisla- 
tion, it  has  rarely  initiated  major  changes.  Not  only  is  it  the  re- 
sponsibility of  the  executive  branch  to  respond  to  public  needs 
by  proposing  necessary  action  to  meet  them,  it  is  only  the  exec- 
utive branch,  with  its  institutionalized  access  to  data  and  opin- 
ion, its  permanent  experts,  its  systematic  methods  of  examina- 
tion, and  its  operating  experience,  that  can  effectively  analyze 
the  complex  forces  at  work  within  the  economic  and  adminis- 
trative system  and  judge  the  desirability  and  workability  of  new 
proposals. 

Housing  legislation  has  been  bipartisan  legislation  through 
most  of  its  history.  From  1945  on,  major  bills  have  almost  in- 
variably had  bipartisan  sponsorship,  always  bipartisan  support. 
In  Democratic  and  Republican  Congresses  minority  votes  have 
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been  indispensable  to  passage.  Democratic  support  has  usually 
been  proportionally  greater  than  Republican.  Northern  Demo- 
cratic senators  and  congressmen  and  some  nationally  known 
Southern  Democrats  have  usually  combined  with  the  Northeast 
urban  Republican  senators  and  congressmen  from  urban  areas 
to  support  housing  legislation.  Opponents  of  housing  legisla- 
tion are  drawn  from  Southern  Democrats  and  Midwest  and  rural 
Republicans. 

The  platforms  of  both  parties  traditionally  reflect  this  bi- 
partisanship. While  Democratic  platforms  have  often  been  more 
specific  in  their  housing  pledges,  Republican  platforms  have 
made  generalized  statements  construed  as  support  for  all  types 
of  existing  housing  legislation.  The  bipartisan  character  of  hous- 
ing support  might  have  come  under  question,  because  so  much 
of  it  was  adopted  initially  under  Democratic  administrations,  if 
major  programs  had  not  been  continued  or  extended  under  the 
Eisenhower  administration.  The  very  balance  of  exterior  pres- 
sures gives  political  leadership  in  both  parties  freedom  for 
maneuver.  If  either  business  or  consumer  groups  carried  a  pre- 
ponderance of  power  this  opportunity  might  not  exist. 

It  has  been  said  that  the  most  effective  means  of  adult  educa- 
tion is  public  controversy.  Whether  or  not  this  is  true,  it  is  clear 
that  the  active  participation  in  public  decisions  by  organizations 
representing  different  interests  and  groups  helps  to  clarify  policy 
by  informing  the  public — or  publics — on  the  issues.  Only  through 
politics  and  political  pressure  can  a  democratic  society  define 
goals  and  select  the  appropriate  means  to  carry  out  a  policy, 
whether  for  urban  renewal  or  any  other  public  purpose. 

In  these  efforts,  however,  it  is  indispensable  that  the  facts  be 
available  so  that  the  debates  on  public  policy  are  based  upon  an 
accurate  understanding  of  the  problems,  the  resources  available 
for  their  solution,  the  alternative  means  of  solving  problems,  and 
their  costs  and  benefits.  This  means  that  there  must  be  fact- 
gathering  and  fact-analyzing  organizations  able  to  carry  on  the 
continuing  investigation  which  is  essential  for  reasonable  discus- 
sion and  decisions  on  housing  and  urban  development. 

Where  vigorous  political  pressures  are  absent,  there  is  usually 
inaction.  If  public  leadership  is  timorous,  weak,  or  inept,  it  is 
usually  because  private  leadership  is  lacking. 


THE  COMMUNITY 


Chapter  16 

MUNICIPAL  PROGRAMS 
FOR  URBAN  DEVELOPMENT 


In  fifty  years  the  annual  expenditures  of  local  governments 
in  the  United  States  rose  from  $i  billion  to  over  $30  billion. 
This  increase  resulted  both  from  urban  growth  and  from  the 
pressures  on  government  to  maintain  an  efficient,  livable  en- 
vironment. Cities  require  transportation  systems,  trained  'work- 
ers, recreation  spaces,  welfare  systems,  space  and  facilities  for 
commercial  and  industrial  growth,  and  safe  housing.  As  citizens 
and  businesses  seek  new  services  and  higher  service  standards, 
cities  face  higher  maintenance  expenditures  and  more  rapid  re- 
placement of  facilities. 

Municipal  governments  have  steadily  broadened  their  powers 
and  programs  to  meet  the  demands  of  an  expanding  economy. 
Early  regulatory  actions  and  public  utility  programs  have  been 
supplemented  by  new  measures  of  planning,  public  housing,  re- 
develop7nent,  code  enforcement,  and  capital  programming.  ^Ur- 
ban renewal"  has  come  to  mean  not  only  specific  Federally  aided 
activities  but  also  the  coordination  of  all  municipal  efforts  for 
urban  improvement  and  development.  Coordinating  numerous 
complex  programs  and  obtaining  financing  for  them  out  of  local, 
state,  and  Federal  funds  are  main  tasks  for  municipal  politics  and 
administration. 


During  the  nineteenth  century  the  leaders  of  American  com- 
munities became  aware  of  the  importance  of  some  kind  of  com- 
munity action  to  improve  housing  conditions,  particularly  those 
of  poor  families.  The  first  efforts  were  educational  and  were 
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conducted  by  religious  and  welfare  groups  in  an  attempt  to 
bring  the  conditions  in  slums  to  the  attention  of  a  wider  public. 

The  immigrants  and  the  migrants  have  always  had  the  poorest 
housing.  In  1835,  Gerret  Forbes,  city  inspector  of  New  York, 
called  attention  to  bad  housing  conditions  in  that  city,  particu- 
larly among  recent  immigrants.  The  first  systematic  analysis  of 
the  slum  appeared  in  Lemuel  Shattuck's  census  of  Boston  in 
1850.  In  one  of  the  documents  which  served  to  awaken 
America's  conscience  to  the  problem  of  housing  blight  and  to 
launch  the  public  health  programs  and  social  reforms  which  de- 
veloped in  the  last  half  of  the  nineteenth  century,  Shattuck  de- 
scribed the  slum  conditions  under  which  Boston's  immigrants 
lived. 

During  these  same  years  there  was  intensive  agitation  for 
housing  reform  in  Europe,  particularly  in  Great  Britain. 
Utopians  stimulated  the  public  imagination  with  descriptions 
of  ideal  communities  in  which  all  would  be  housed  well,  and  (in 
some  cases)  in  which  wealth  would  be  shared  by  all  members 
of  the  group.  Utopian  settlements  in  the  United  States  constitute 
an  interesting  chapter  in  our  national  development. 

All  these  expressions  of  concern  led  in  the  second  half  of  the 
nineteenth  century  to  the  formation  of  associations  for  the  im- 
provement of  conditions  of  the  poor.  The  specific  purposes  of 
the  associations  were  numerous.  Some  groups  agitated  for  the 
establishment  or  improvement  of  county  poorhouses  where 
paupers  might  be  housed,  clothed,  and  fed.  Others  sought 
to  enlighten  industrialists  and  persuade  them  to  construct  com- 
pany housing.  Still  other  groups  examined  and  publicized 
housing  and  environmental  conditions  in  the  slums  and  blighted 
areas  of  cities,  and  worked  through  churches  and  other  institu- 
tions to  educate  the  poor  and  the  foreign-born  and  to  combat 
drink  and  other  vices  commonly  associated  with  slum  living. 

One  of  the  fruits  of  this  movement  was  the  establishment 
of  settlement  houses  in  Boston,  New  York,  and  Chicago  where 
education,  recreation,  and  general  information  were  constantly 
available  to  the  neighborhood.  As  settlement  houses  expanded 
their  resources  and  their  activities,  they  became  community 
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centers  through  which  the  slum  dwellers  had  access  to  means  to 
improve  their  situation. 

During  the  same  years,  philanthropists,  particularly  in  Boston 
and  New  York,  began  to  build  housing  for  the  poor.  Groups  of 
prominent  persons  established  limited-dividend  corporations 
which  built,  owned,  and  operated  tenements.  Well-meaning  as 
these  efforts  were,  they  produced  no  significant  volume  of  new 
housing.  But  limited-dividend  corporations  were  pioneers  in 
the  development  of  apartments  or  tenements  which  provided 
light  and  air  to  interior  rooms.  This  advance  was  in  sharp  con- 
trast to  the  tenements  being  built  by  speculators.  Often  these 
were  six  rooms  deep  and  had  windows  only  in  the  outer  rooms. 

The  most  lasting  effects  of  these  reform  movements  were  the 
adoption  of  building  codes  to  ensure  the  structural  safety  of 
dwellings  and  later,  at  about  the  turn  of  the  twentieth  century, 
laws  to  guarantee  light,  air,  and  sanitation  in  newly  built  tene- 
ments. In  New  York,  in  particular,  thousands  of  tenements  were 
built  under  so-called  "old  law"  regulations  of  this  kind.  They 
met  the  law  requiring  that  each  room  have  a  window  leading  out 
on  the  air  shaft,  but  the  air  shaft  was  usually  four  stories  high 
and  only  two  feet  across  between  adjoining  and  abutting  build- 
ings. The  standards  were  raised  at  a  later  time  to  require  that 
air  shafts  must  open  to  the  front  or  the  rear  of  buildings.  This 
change  provided  interior  rooms  with  more  effective  light  and 
air.  The  basic  tenement  house  law  also  insisted  for  the  first  time 
that  all  buildings  have  some  sanitary  facilities.  Each  apartment 
did  not  have  to  have  them,  however;  legally,  they  might  be  in 
the  basement  or  rear  yard. 

Although  regulatory  measures  such  as  these  markedly  im- 
proved newly  built  tenement  houses,  they  left  a  large  number 
of  existing  tenements  untouched.  It  was  a  half  century  later,  after 
World  War  II,  that  many  American  cities  began  to  adopt  ordi- 
nances requiring  old  buildings  to  be  brought  up  to  such  mini- 
mum standards  of  health  and  sanitation  as  had  been  governing 
new  construction  for  many  years. 

Tenement  laws,  building  codes,  and  plumbing  and  electrical 
codes  had  one  effect  which  was  not  anticipated:  they  increased 
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the  cost  of  new  construction  substantially.  When  the  higher  costs 
occasioned  by  conformity  with  the  codes  were  added  to  the 
higher  building  costs  that  followed  World  War  I,  the  effect  was 
to  make  it  practically  impossible  to  build  new  housing  at  rent 
levels  or  prices  within  the  reach  of  the  lowest  income  groups. 
Although  some  new  tenements  were  built  in  the  early  years  of 
the  twentieth  century,  the  fact  that  they  were  allowed  to  be- 
come overcrowded  from  the  start  intensified  efforts  to  control 
excessive  occupancy  by  law.  The  building  of  tenements  for  ini- 
tial occupancy  by  poor  families  was  brought  to  an  end  in  the 
early  19305  by  the  combined  effects  of  construction  standards 
and  occupancy  standards. 

Actions  which  evolved  steadily  in  the  first  half  of  the  twentieth 
century  included  the  beginnings  of  city  planning,  laws  to  regu- 
late the  uses  of  land,  and  the  provision  of  community  facilities. 
Governmental  housing  programs  as  such  (except  for  those  tem- 
porary ones  generated  by  requirements  of  World  War  I)  were 
not  inaugurated  until  the  depression  years.  Programs  for  the 
large-scale  regeneration  of  communities  through  consolidated 
actions  in  housing  and  building  regulation,  slum  clearance,  re- 
habilitation, the  provision  of  community  facilities,  and  other 
efforts,  did  not  start  until  after  World  War  II. 

Regulatory  Devices 

All  the  regulatory  controls  devised  by  local  government — 
tenement  laws,  building  codes,  housing  ordinances,  zoning  and 
subdivision  regulations — have  as  their  principal  purpose  the  pre- 
vention of  abuses:  people  must  not  be  allowed  to  live  in  un- 
healthful  and  unsafe  buildings,  land  values  must  be  protected, 
the  community  must  not  be  made  to  pay  unwarranted  costs  for 
speculative  land  development. 

The  police  powers  were  invoked  to  protect  public  safety, 
often  in  emergency  cases.  For  this  reason  the  legal  tradition  rec- 
ognized that  the  property  of  an  individual  might  justifiably  be 
sacrificed,  sometimes,  to  protect  the  public  without  compen- 
sating the  individual  for  his  losses.  Today  police  powers  have 
been  broadened  to  cover  many  problems  from  the  control  of 
poisoned  food  to  requirements  for  bathrooms  in  houses,  and  the 
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zoning  of  land  for  agricultural  use.  In  some  cases  the  controls 
impose  real  financial  burdens  or  otherwise  deprive  individuals  of 
actual  or  potential  property  rights.  Because  society  does  not 
compensate  the  individual  for  these  real  or  imagined  losses,  the 
police  powers  are  surrounded  by  elaborate  legal,  administrative, 
and  other  safeguards.  In  addition,  the  degree  of  control  is  usu- 
ally minimal.  Thus  housing  codes  may  require  the  installation  of 
a  toilet,  but  not  a  full  bathroom,  or  the  installation  of  screens, 
but  probably  not  exterior  paint.  For  similar  reasons  the  enforce- 
ment of  codes  is  also  often  minimal.  They  are  applied  in  ex- 
treme cases  and  violation  is  tolerated  widely  in  the  less  noticea- 
ble cases. 

As  urban  renewal  programs  expand,  municipal  government 
faces  two  problems,  first  that  of  enforcing  codes  which  have 
long  been  on  the  books  and  developing  more  effective  adminis- 
trative apparatus  for  widespread  enforcement,  and,  second,  that 
of  regularly  revising  the  standards  of  what  is  to  be  enforced. 
In  most  cities  enforcing  staffs  are  so  small  that  scores  of  years 
would  be  required  to  inspect  every  dwelling  even  once.  Much 
larger  enforcement  staffs  will  be  required  to  do  a  complete 
and  continuing  enforcement  job.  But  even  as  present  codes  are 
being  enforced,  rising  standards  of  living,  broader  public  under- 
standing, and  greater  resources  make  higher  code  standards  pos- 
sible and  publicly  acceptable.  If  we  were  willing  to  pay  the 
economic  and  political  costs  of  compliance,  we  could  enforce 
these  higher  standards  today.  Since  we  are  not,  apparently  we 
content  ourselves  with  minimum  standards,  and  seek  to  use  other 
inducements  to  encourage  individuals  to  adhere  to  the  higher 
standards.  Here  the  police  power  blends  in  practice  with  urban 
renewal  programs  in  wholly  new  types  of  public  action. 

City  Planning 

Many  of  America's  earliest  communities — Savannah,  Phil- 
adelphia, Washington,  D.C. — were  planned  cities  in  that  they 
were  laid  out  from  their  start  according  to  a  physical  scheme  for 
streets  and  land  subdivision.  Rapid  urbanization  and  the 
prospects  of  fast  profits  in  land  speculation  brought  to  an  end 
the  idea  of  the  community  planned  from  its  founding,  and  city 
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planning  in  the  United  States  largely  disappeared  during  most 
of  the  nineteenth  century.  It  was  not  until  after  the  1893 
World's  Columbian  Exposition  in  Chicago  that  there  was  a  na- 
tional revival  of  interest  in  city  planning. 

The  City  Beautiful  movement,  partly  the  outcome  of  the  Fair, 
was  initially  concerned  with  the  development  of  civic  centers, 
parkways,  and  parks.  Its  supporters  promoted  the  establishment 
of  independent  city  planning  commissions  to  coordinate  and 
plan  these  developments  for  municipal  governments.  But  even 
the  earliest  of  these  city  planning  efforts  usually  included  in 
their  goals  the  elimination  of  slums  and  blight  even  though  the 
commissions  were  powerless  to  do  anything  about  it.  The  city 
planning  movement  developed  parallel  to  the  rise  of  regulatory 
devices.  It  has  taken  fifty  years  to  bring  the  two  together,  as 
they  are  now  in  urban  renewal  programs. 

Until  the  19305  both  civic  and  housing  improvement  re- 
mained fringe  programs  in  city  government.  Not  until  the  neces- 
sity to  revive  the  national  economy  focused  attention  on  them 
as  having  a  high  economic  potential  did  city  planning  begin  to 
provide  the  bridge  between  urban  change  for  economic 
development  and  urban  change  for  aesthetic  and  humanitarian 
objectives. 

As  a  contribution  to  city  government,  the  community  plan- 
ning agency  gathers  and  analyzes  data  on  employment,  population, 
income,  land  use,  transportation,  trends  in  residential  develop- 
ment, trends  in  commercial  and  industrial  activities,  and  changes 
in  consumer  behavior.  It  often  carries  on  continuing  market 
analyses  for  housing,  education,  recreation,  cultural  services, 
and  commercial  facilities,  and  in  other  ways  performs  an  intel- 
ligence function  for  the  community,  alerting  it  to  changes  and 
potential  changes.  It  invites  and  stimulates  public  expression  of 
possible  .community  goals  and  then  points  out  the  logical  con- 
sistency or  inconsistency  of  each.  In  its  ideal  form,  it  can  explore 
alternative  means  of  achieving  community  goals  and  point  out  the 
costs  and  benefits  of  each. 

In  its  general  plan,  the  planning  agency  proposes  a  strategy 
for  economic  development  and  a  distribution  of  land  uses  and 
population  densities  to  meet  the  community's  social  and  gov- 
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ernmental  requirements.  A  typical  city  plan  usually  allocates 
funds  and  land  to  highways,  parking  facilities,  port,  harbor, 
dock  and  railroad  facilities,  schools,  parks,  playgrounds,  health 
and  welfare  centers,  water,  sewerage,  gas  and  light  facilities, 
and  other  community  services  like  libraries,  museums,  audi- 
toriums. The  plan  is  a  guide  not  only  to  public  actions  but  also 
to  private  development. 

An  essential  feature  of  most  city  plans  is  the  delineation  of 
residential  neighborhoods,  industrial  districts,  a  central  business 
district,  and  subregional  and  neighborhood  shopping  centers. 
The  plan  answers  directly  or  by  implication  questions  such  as 
these:  Is  the  city  to  be  rebuilt  at  high  densities  with  a  hope  of 
holding  great  numbers  of  people  close  to  the  center,  or  is  it  to 
be  rebuilt  at  lower  densities,  thus  displacing  population  ulti- 
mately into  other  areas?  If  high  densities  are  chosen  for  some 
areas  of  the  city,  will  they  be  competitive  with  other  areas, 
and  hold  their  planned  population?  Are  they  to  consist  pre- 
dominantly of  residential  areas  occupied  by  low-income 
families,  or  are  they  to  contain  enough  pleasant  features  to  at- 
tract or  hold  middle-  and  high-income  families?  If  additional 
space  is  needed  by  business  and  industry,  should  such  uses  take 
precedence  over  residential  uses  and  where?  What  combination 
of  land  uses  and  distribution  of  business  and  residences  will  best 
serve  the  objectives  of  the  major  groups  in  the  community?  Since 
urban  renewal  is  the  basic  tool  for  preserving  or  changing  the 
land  use  and  density  pattern  of  the  city,  it  is  essential  that  these 
basic  questions  be  resolved  through  comprehensive  planning  or 
other  public  deliberations  so  as  to  guide  specific  renewal  projects. 

Public  Housing 

It  is  not  surprising  that  the  administration  of  local  housing 
programs  should  have  been  vested  in  a  special  commission  or 
authority.  Commissions  were  widely  used  in  American  mu- 
nicipal government  for  new  functions.  The  special  authority 
seemed  to  have  particular  advantages,  however,  for  the  purposes 
of  administering  the  public  housing  program.  Since  the  author- 
ity was  to  receive  most  of  its  funds  from  the  Federal  govern- 
ment, a  large  amount  of  Federal  supervision  of  local  action  seemed 
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appropriate,  presumably  without  raising  conflicts  between  differ- 
ent levels  of  government. 

Despite  their  antecedents  of  social  reform,  the  first  public 
housing  programs  in  the  United  States  were  strictly  employ- 
ment measures  intended  to  provide  jobs  for  the  unemployed 
and  markets  for  idle  building  materials  manufacturers.  Because 
of  depression  conditions,  hundreds  of  thousands  of  families  had 
doubled  up  in  the  19305  and  hundreds  of  thousands  of  other 
families  had  returned  to  rural  farm  areas  where  they  might  at 
least  scratch  a  living  out  of  the  soil.  There  were  widespread 
vacancies  in  housing  at  all  price  levels,  but  vacancies  were  par- 
ticularly high  in  slum  areas  where  many  old  dilapidated 
buildings  had  been  abandoned  and  boarded  up.  The  population 
of  major  cities  was  static  or  declining.  All  of  these  conditions 
made  the  clearance  of  slum  areas  and  their  rebuilding  with  low- 
cost  rental  housing  an  attractive  way  of  providing  employment 
and  stimulating  recovery  of  the  national  economy. 

When  Congress  adopted  a  permanent  public  housing  program 
in  1937,  the  Act  required  that  one  substandard  residential  unit 
be  demolished  for  each  new  one  built  and  that  the  resulting 
dwellings  be  made  available  to  low-income  families  who  had 
previously  occupied  substandard  dwellings.  Thus,  while  the  pro- 
gram was  directly  oriented  toward  clearing  slum  sites  and  re- 
housing slum  dwellers,  it  was  careful  not  to  interfere  with  the 
private  market  for  new  housing.  The  fact  that  the  public  hous- 
ing program  did  not  add  to  the  supply  of  housing,  combined 
with  the  fact  of  its  low-rent  limitations,  was  assurance  that  hous- 
ing would  not  be  provided  through  public  enterprise  to  families 
who  might  afford  privately  supplied  dwellings. 

By  the  end  of  World  War  II,  conditions  in  the  housing 
market  were  almost  totally  different  from  those  which  had  ac- 
companied the  establishment  of  the  public  housing  program. 
The  nation  faced  its  greatest  housing  shortage.  All  habitable 
dwelling  units  in  any  price  class  were  fully  occupied  and  three 
to  five  million  families  were  doubled  up.  The  greatest  building 
boom  in  the  history  of  the  nation  was  under  way  to  meet  this 
unprecedented  need  for  housing.  To  complicate  matters  further, 
a  fast-rising  level  of  personal  income  helped  produce  the  great- 
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est  wave  of  births  in  the  nation's  history  and  a  huge  migration  of 
families  from  farm  and  rural  nonfarm  areas  into  cities. 

Under  these  circumstances,  the  construction  and  operation  of 
public  housing  projects  was  very  different  indeed  from  the  pro- 
gram local  housing  authorities  had  operated  in  the  depression 
years.  The  clearance  of  slums  became  an  acutely  difficult  and 
painful  task  involving  the  relocation  of  one  or  more  families  for 
every  dwelling  demolished,  with  the  resulting  further  inten- 
sification of  the  housing  shortage  for  all  families.  The  reloca- 
tion of  families  from  slum  sites  became  one  of  the  most  critical 
limiting  factors  in  the  public  housing  program.  Where  vacant 
sites  were  available  local  public  housing  authorities  often  found 
themselves  in  competition  with  private  builders  who  were  will- 
ing, sometimes  eager,  to  build  accommodations  for  high-income 
families  on  sites  proposed  for  low-income  families.  To  the  extent 
that  local  authorities  sought  to  avoid  intensifying  the  housing 
shortage  by  building  their  first  postwar  projects  on  vacant  land 
they  often  came  into  conflict  with  neighborhood  groups  who 
strongly  resisted  the  introduction  into  their  neighborhood  of 
public  housing  projects  with  the  accompanying  "undesirable" 
low-income  families. 

Another  problem  arose  when  urban  renewal  programs  began 
to  make  their  demand  felt  for  redevelopment  sites.  Some  cities 
found  that  public  housing  built  in  the  19305  occupied  land  that 
in  the  19505  logically  required  other  uses.  At  the  end  of  1959,  Buf- 
falo, New  York,  successfully  petitioned  for  the  right  to  convert  a 
state-subsidized  low-rent  public  housing  project  to  a  middle- 
income  cooperative.  The  reason  advanced  was  that  without  this 
action  the  adjoining  water-front  area  could  not  undergo  the 
major  upgrading  proposed  in  renewal  plans.  This,  in  spite  of 
local  statements  to  the  effect  that  there  was  no  surplus  of  low-in- 
come housing  units  and  that  20,000  substandard  units  still  re- 
mained. 

But  boom  conditions  had  other  unforeseen  consequences 
upon  the  public  housing  program.  Under  conditions  of  full  em- 
ployment most  normal  urban  families  made  too  much  money 
to  be  admitted  to  public  housing,  which  by  law  is  restricted 
to  the  lowest-income  families.  However,  hundreds  of  thousands 


3OO      HOUSING,    PEOPLE,   AND    CITIES 

of  families  from  rural  and  farm  areas,  most  of  them  unskilled  in 
city  occupations  and  many  of  them  Negroes,  were  flooding  into 
the  larger  cities.  Since  no  new  housing  was  being  built  for  them 
and  since  they  were  usually  discriminated  against  on  account 
of  their  race  or  obvious  lack  of  urban  skills  and  education,  they 
overcrowded  the  older  areas  of  cities  and  in  doing  so  contributed 
to  their  rapid  deterioration.  Slums  began  to  expand  as  families 
doubled  up  in  marginal  areas  and  spilled  over  into  double  and 
triple  occupancy  of  slightly  better  areas. 

These  facts  meant  that  many  of  the  applicants  for  public  hous- 
ing were  those  who  had  broken  homes  with  no  full-time  wage 
earner,  those  who  had  health  problems  which  deprived  them 
of  an  average  income,  aged  couples  living  on  very  small  retire- 
ment benefits,  and  those  who  were  usually  both  unskilled  and 
discriminated  against — Negroes,  Puerto  Ricans,  Mexicans,  and 
Orientals.  Whereas  in  the  19305  the  occupants  of  public  housing 
were  families  showing  distinct  social  improvement  when  com- 
pared with  those  still  living  in  slums,  as  measured  by  declines  in 
delinquency,  crime,  and  disease  rates,  in  the  19505  they  were 
problem  families  revealing  many  of  the  same  behavior  char- 
acteristics as  slum  dwellers.  Public  housing  could  provide  de- 
cent safe  and  sanitary  housing  but  it  could  not  overcome  the 
social  pathologies  of  such  groups. 

The  problems  of  local  public  housing  authorities  have  been 
further  complicated  by  their  obligations  to  urban  renewal  pro- 
grams. By  law  and  common  consent,  families  relocated  from 
any  urban  renewal,  highway,  or  other  public  works  project  have 
a  first  priority  for  admission  to  public  housing  projects.  In  the 
19305  local  housing  authorities  could  select  the  most  deserving, 
the  most  ambitious,  or  the  most  eager  for  self-improvement 
among  those  who  needed  assistance;  since  then  local  housing  au- 
thorities have  had  to  take  whoever  was  displaced  by  some  other 
government  agency's  action — usually  those  who  would  not  and 
could  not  be  housed  by  anyone  else.  Inevitably  these  conditions 
put  local  public  housing  authorities  in  the  middle  of  political 
controversies  of  the  most  intense  sort.  Far  from  being  detached 
from  local  politics,  housing  authorities  became  involved  in  ac- 
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tivities,  such  as  relocating  low-income  Negroes,  which  are 
among  the  most  controversial  of  municipal  government. 

The  changed  conditions  which  altered  the  circumstances  un- 
der which  local  public  housing  authorities  operate  forced  its 
strongest  advocates  and  those  responsible  for  its  administra- 
tion to  review  the  character,  scope,  and  administrative  arrange- 
ments for  the  public  housing  program  and  point  up  both  some 
past  deficiencies  and  some  new  opportunities. 

In  many  cities  it  is  now  widely  believed  that  large  public 
housing  projects  should  be  abandoned  and  that  most  future  ones 
should  be  of  small  enough  size  to  fit  easily  into  the  existing 
structure  of  neighborhoods  in  order  to  reduce  the  differentia- 
tion which  exists  between  public  housing  projects  and  contigu- 
ous private  residential  development.  Smaller-scale  projects 
should  also  help  the  families  which  occupy  them  to  become  ac- 
cepted by  the  surrounding  community  more  quickly. 

In  the  early  years  of  public  housing,  preference  in  tenant  se- 
lection was  almost  always  given  to  families  with  children  on 
the  principle  that  future  citizens  should  be  favored.  Recently, 
however,  these  preferences  have  shifted  to  the  aged,  partly 
because  current  legislation  in  response  to  the  growing  number 
and  proportion  of  old  people  provides  for  them.  In  addition, 
this  shift  is  partly  due  to  the  reluctance  of  public  housing  offi- 
cials to  fill  their  units  with  unwed  mothers  and  other  problem 
families  who  dominate  the  lists  of  potential  tenants.  Local  politi- 
cal opposition  to  public  housing  diminishes  when  it  is  earmarked 
for  the  aged  and  so  an  increasingly  high  proportion  of  the 
projects  which  pass  political  screening  now  are  for  them. 

In  some  cities  it  is  also  held  by  housing  and  welfare  officials 
that  the  limitation  of  public  housing  to  low-income  families 
serves  to  deprive  public  housing  projects  of  the  kind  of  leaders 
and  pace  setters  who  helped  lift  the  social  standards  of  tenants  in 
the  thirties.  Unless  a  neighborhood  contains  some  families  who 
are  more  ambitious  than  the  general  level,  have  higher  standards 
of  personal  behavior,  perhaps  earn  a  little  more  money,  and 
can  provide  leadership  for  community  organizations,  it  will 
tend  to  deteriorate  to  the  level  of  those  with  low  aspirations.  In 
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recognition  of  these  facts,  Chicago  officials  award  a  year's  free 
rent  to  the  family  that  contributes  most  to  an  improvement  of 
living  standards  in  public  housing  and  shows  qualities  of  neighbor- 
hood leadership. 

If  existing  public  housing  projects  are  to  be  a  leavening  influ- 
ence they  must  have  some  leaven.  If  so,  the  arbitrary  income 
limits  which  now  force  the  upward  mobile  families  to  leave  pub- 
lic housing  projects  must  be  relaxed  so  that  those  who  wish  to 
may  remain.  For  these  purposes,  some  cities  believe  that  it  would 
be  desirable  to  permit  public  housing  projects  to  charge  full 
economic  rents  for  higher-income  families  or  for  some  propor- 
tion of  them.  It  may  also  be  desirable  to  permit  the  sale  of  public 
housing  projects  or  parts  of  them  to  occupants  whose  incomes 
rise.  Such  a  program  of  limited  sale  of  public  housing  projects 
would  also  have  the  advantage  of  holding  down  or  reducing  the 
total  proportion  of  the  housing  stock  that  is  in  public  owner- 
ship even  though  this  proportion  is  small. 

Most  American  families  in  most  cities  obviously  prefer  single- 
family  dwellings.  There  appears  to  be  no  good  reason  why  pub- 
lic housing  should  not  be  built  on  scattered  sites,  as  separate 
dwellings  or  small  apartment  houses,  or  should  not  consist  of 
older  dwellings  bought  and  rehabilitated  by  local  housing  au- 
thorities. Nearly  one  hundred  cities  have  embarked  on  scattered 
site  projects,  and  in  1959  Philadelphia  bought  200  row  houses 
for  rehabilitation.  The  first  two-story  brick  house  with  base- 
ment to  be  rehabilitated  in  the  pilot  program  was  badly  deteri- 
orated. The  cost  of  the  house  and  its  rehabilitation  came  to 
$9,500,  considerably  less  than  the  cost  of  new  construction. 

Public  housing  programs  are  being  reorganized.  In  some 
communities  public  housing  agencies  have  already  been  com- 
bined with  redevelopment  or  renewal  agencies.  In  other 
communities  they  have  come  under  the  supervision  of  a  mayor's 
coordinator  of  all  housing  and  urban  renewal  and  development 
activities.  Whether  through  reorganization  or  through  coordina- 
tion, the  broader  community  purposes  to  be  served  by  public 
housing  cannot  be  achieved  by  independent  local  housing  au- 
thorities unless  they  are  closely  integrated  with  other  municipal 
programs. 
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Urban  Redevelopment 

The  urban  redevelopment  program  authorized  by  the  Hous- 
ing Act  of  1949  was  conceived  during  the  war  years.  It  was  de- 
signed to  clear  slum  areas,  reduce  the  cost  of  cleared  land 
through  public  subsidy,  and  sell  the  land  for  appropriate  private 
uses,  principally  housing.  The  program  was  based  in  consider- 
able degree  on  public  housing's  experience  with  slum  clearance 
in  the  depression  years.  The  real  estate  and  housing  groups  that 
backed  the  1949  act  reasoned  that  if  public  powers  could  be 
used  to  clear  slums  for  public  housing  they  could  also  be  used 
to  clear  slums  for  other  purposes.  They  recognized  that  in  most 
instances  the  appropriate  use  for  a  slum  site  was  private  rather 
than  public  and  sometimes  nonresidential  rather  than  residen- 
tial. They  urged  that  slum  clearance  and  public  housing  be  sep- 
arated. Looking  back  to  the  social  and  economic  imperatives  of 
the  depression  years  rather  than  ahead  to  those  emerging  for 
the  postwar  period,  state  and  Federal  urban  redevelopment  leg- 
islation foresaw  little  more  than  isolated  blocks  which,  cleared 
of  slums,  would  be  sold  for  appropriate  public  or  private  uses. 

As  a  consequence  the  organization  of  redevelopment  agencies 
followed  the  earlier  pattern  of  public  housing.  A  special  com- 
mission or  authority  was  established  pursuant  to  state  law  and 
appointed  by  the  mayor  with  the  approval  of  the  city  council, 
presumably  to  provide  assurance  of  appropriate  independence 
from  political  interference.  The  redevelopment  authority  could 
borrow  funds  from  the  Federal  government  or  borrow  funds 
directly  with  Federal  guarantees  and  would  have  corporate  flex- 
ibility in  buying  and  selling  properties.  It  also  would  attract  as 
its  commissioners  a  high  quality  of  unpaid  citizen  leaders  from 
business  and  civic  circles.  And  because  redevelopment  au- 
thorities would  deal  in  many  instances  with  private  investors, 
the  authority  form  of  responsibility  would  seem  to  create  an 
atmosphere  in  which  negotiations  with  private  interests  might 
be  conducted  most  fruitfully.  For  all  these  reasons,  most  state 
enabling  laws  for  urban  redevelopment  authorized  redevelop- 
ment commissions  which  were  to  be  constituted  as  special  au- 
thorities by  each  municipality.  (Sometimes  public  housing 
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authorities  were  reconstituted  in  title  and  function  to  include 
redevelopment. ) 

The  character  of  the  first  urban  redevelopment  programs 
seemed  to  confirm  these  expectations  and  to  encourage  the  idea 
that  the  independent  redevelopment  authority  was  an  appropri- 
ate municipal  agency  for  carrying  out  the  program.  But  it  soon 
became  clear  that  the  conditions  under  which  the  first  urban 
redevelopment  projects  were  undertaken  were  far  different 
from  those  of  the  depression  years.  The  acute  shortage  of  hous- 
ing made  relocation  a  major  issue  from  the  start.  Competition 
among  different  claimants  for  land  involved  municipal  govern- 
ments in  controversy  and  required  the  intervention  of  mayors 
and  city  councils.  If  slum  sites  were  to  be  used  for  higher-income 
housing  or  for  nonresidential  uses,  the  housing  shortage  would 
be  more  acute.  If  displaced  families  were  to  be  crowded  into  not 
yet  wholly  blighted  areas,  slum  conditions  would  probably  re- 
sult. In  addition  the  prevailing  shortage  of  housing  and  the  high 
occupancy  of  substandard  housing  were  pushing  the  cost  of 
slum  clearance  far  higher  than  prewar  experience  had  suggested 
would  be  the  case. 

The  problem  of  marketing  cleared  redevelopment  sites 
proved  to  be  a  complex  one.  In  some  communities  where  cau- 
tion prevailed,  sites  were  rarely  cleared  until  a  buyer  was  under 
contract.  This  usually  meant  that  redevelopment  was  restricted 
to  small  sites  where  some  peculiar  feature  created  an  opportu- 
nity for  private  investment  and  suggested  that  the  availability  of 
an  interested  investor  rather  than  any  over-all  plan  or  strategy 
for  the  community  should  dictate  priorities  in  urban  develop- 
ment. In  some  communities  where  a  policy  was  adopted  which  in- 
volved the  acquisition  and  clearance  of  slum  sites  before  any 
redeveloper  was  available,  sites  stood  idle  for  several  years  until 
an  investor  appeared  who  was  willing  and  able  to  acquire  and 
develop  them.  Such  situations  understandably  provoked  com- 
munity concern  and  intensified  the  hostility  of  persons  who  had 
been  displaced  from  the  area. 

As  communities  began  to  develop  a  more  systematic  approach 
to  urban  renewal,  along  with  programs  for  the  eventual  clear- 
ance of  the  whole  blighted  core  of  the  city,  the  limitations  of 
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the  urban  redevelopment  program  and  of  its  administrative  ma- 
chinery became  increasingly  apparent.  It  followed  that  some 
one  municipal  agency  should  be  responsible  not  only  for  analyz- 
ing the  existing  supply  of  housing,  but  for  planning  its  rehabili- 
tation and  conservation  in  order  to  serve  the  needs  of  the  whole 
market;  and  not  only  for  removing  obstacles  to  private  residen- 
tial construction,  but  for  actively  helping  to  open  new  oppor- 
tunities for  all  kinds  of  private  investment.  Urban  renewal  ap- 
peared to  be  the  required  formula  for  this  complex  meld. 

Urban  Renewal 

In  the  Depression  and  early  postwar  years  a  few  communities 
had  begun  to  experiment  with  the  enforcement  of  housing  and 
sanitary  codes  on  an  area  basis  to  abate  the  deficiencies  of  hous- 
ing in  blighted  areas.  They  tried  rehabilitating  structures  in  rel- 
atively small  areas  and  encouraged  the  spontaneous  rehabilita- 
tion and  upgrading  of  slightly  better  residential  areas.  In 
communities  like  Baltimore,  where  major  efforts  were  under- 
taken to  utilize  all  of  the  code  enforcement  powers  of  the  com- 
munity to  improve  neighborhoods,  these  experiments  were  un- 
dertaken in  conjunction  with  parallel  programs  of  urban 
redevelopment  and  public  housing. 

But  these  programs  revealed  serious  problems  for  municipal 
administration.  Code  enforcement  powers  were  scattered  among 
health  departments,  building  departments,  fire  departments,  and 
departments  of  licenses  and  inspection,  none  of  which  was  will- 
ing to  surrender  its  code  enforcement  function  to  another.  It 
was  the  rare  municipality,  indeed,  that  could  muster  the  re- 
sources necessary  for  a  systematic,  unified  code  enforcement 
campaign  in  which  all  enforcement  powers  were  brought  to 
bear  on  an  entire  neighborhood  through  a  single  set  of  actions. 

Even  the  best  community  programs  in  this  field  demonstrated 
that  code  enforcement  was  only  one  aspect  of  a  comprehensive 
program  for  urban  renewal.  Enforcement  might  compel  some 
property  owners  to  bring  their  properties  to  minimum  stand- 
ards, but  it  could  not  induce  others  to  improve  their  properties 
above  the  level  of  a  minimum  code.  The  inducement  needed  to 
evoke  higher  standards  of  improvement  might  necessitate  re- 
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channeling  traffic  around  a  neighborhood,  or  the  installation  of 
new  community  facilities  such  as  schools  and  playgrounds,  or 
the  use  of  public  powers  of  condemnation  to  clear  out  spots  of 
hopeless  blight  in  otherwise  salvageable  areas. 

Moreover,  codes  with  standards  limiting  the  maximum  occu- 
pancy of  dwellings  meant  the  provision  of  housing  outside  of 
blighted  areas  to  accommodate  the  families  who  were  living 
there  at  densities  clearly  in  excess  of  the  code's  minimum.  En- 
forcement raised  problems  of  relocation  just  as  did  clearance. 

Experiences  like  these  led  directly  to  the  concept  of  urban 
renewal  as  it  was  expressed  in  the  report  of  President  Eisen- 
hower's Advisory  Committee  on  Government  Housing  Policies 
and  Programs,  and  later  embodied  in  the  Housing  Act  of  1954. 
The  requirements  of  that  act  for  a  "workable  program"  (later 
changed  in  title  to  a  "program  for  community  improvement") 
clearly  recognized  that  all  the  available  powers  of  municipal 
government  must  be  brought  into  play  to  achieve  a  systematic 
attack  on  slums  and  blight.  These  included  building  and  hous- 
ing codes  and  their  enforcement,  and  zoning  and  subdivision 
controls  and  their  administration.  The  powers  of  condemnation 
available  under  urban  redevelopment  legislation  were  needed 
not  merely  for  the  clearance  of  large  blighted  areas  but  also  for 
spot  clearance  and  for  the  acquisition  of  properties  which  could 
be  rehabilitated.  Systematic  programs  were  required  for  relo- 
cation housing.  Public  costs  must  be  incurred  for  the  provision 
of  community  facilities  to  prevent  decline  of  basically  sound 
areas  as  well  as  to  encourage  rehabilitation  in  deteriorating 
neighborhoods.  And  to  augment,  support,  or  demand  the  use 
of  these  public  powers,  well-informed  citizen  groups  were  es- 
sential. Appropriately  enough,  Plymouth,  Massachusetts,  was,  in 
September,  1959,  the  one  thousandth  city  to  have  a  workable 
program  approved  by  the  Administrator  of  the  Housing  and 
Home  Finance  Agency.  That  approval  brought  54  per  cent  of 
the  urban  population  under  local  workable  programs.  By  the 
end  of  1960,  Federal  grants  of  about  $1.9  billion  had  been  reserved 
by  the  Urban  Renewal  Administration  to  assist  870  slum  clearance 
and  urban  renewal  projects. 

The  broad  concept  of  a  workable  program  for  urban  renewal 
reinforced  the  earlier  view  that  all  of  these  efforts  desirably 
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should  be  conducted  in  accordance  with  a  comprehensive  city 
plan  for  land  uses,  community  facilities,  traffic  and  transporta- 
tion, other  capital  improvements,  and  housing.  Further,  as  the 
new  concept  embraced  not  only  slum  clearance  and  rebuilding 
but  the  conservation  of  good  areas,  the  arresting  of  blighting 
influences  in  areas  just  starting  to  decline,  and  the  rehabilitation 
of  areas  which  were  already  on  the  downgrade  but  still  salvage- 
able, the  earlier  concept  that  slum  areas  were  somehow  fixed 
in  size  gave  way  to  the  recognition  that  blight  was  a  pervasive 
and  growing  influence  and  that  continuous  municipal  and 
private  action  was  required  to  control  it. 

Some  communities  recognized  early  that  the  level  of  new 
residential  building  in  suburban  areas  is  an  important  element 
in  the  rate  at  which  and  the  extent  to  which  blight  spreads  in  a 
central  city.  Only  through  a  high  level  of  new  construction  can 
the  supply  near  the  top  be  increased  enough  to  permit  less  good 
existing  housing  to  filter  down  the  income  ladder.  When  the  de- 
mand for  older  houses  slackens,  their  prices  go  down.  More 
housing  then  comes  into  the  price  range  of  that  large  proportion 
of  low-income  families  who  are  not  served  by  public  housing, 
and  some  of  it  at  least  serves  as  a  source  of  supply  for  families 
who  must  be  relocated  because  of  renewal  and  public  works 
programs.  Finally,  rehabilitation  of  deteriorating  structures  be- 
comes economically  feasible.  Thus  new  urban  and  suburban 
home  building  decisively  influences  a  city's  urban  renewal  pro- 
gram. 

Municipal  programs  for  large-scale  urban  renewal  may  re- 
quire bulwarking  with  aids  that  are  available  only  through  state 
government.  Greater  discretionary  power  in  effecting  metro- 
politan organization  would  be  helpful  in  some  places  as  would 
be  more  flexible  state  limits  on  local  taxes  and  debts.  In  lieu  of 
fiscal  self-determination,  some  states  are  diverting  state-collected 
revenue  directly  to  the  purpose  of  local  housing  and  renewal 
programs.  In  New  York,  for  example,  the  state  passed  the 
Mitchell-Lama  Limited-Profits  Housing  Companies  Act  in  1955 
to  provide  $50  million  of  state  monies  for  direct  loans  to  build- 
ers of  middle-income  or  cooperative  rental  housing  projects. 
Under  this  act  loans  may  be  for  90  per  cent  of  the  cost  of  a  proj- 
ect and  tax  exemption  is  allowed  for  30  years  up  to  one-half  of 
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a  project's  total  value.  Builders'  profits  are  limited  to  6  per  cent 
of  equity.  The  state  authorized  an  additional  $100  million  of 
state  money  to  limited-profit  companies  in  1958  and  a  year  later 
amended  the  act  to  provide  for  a  limited-profit  housing  mort- 
gage corporation.  The  corporation  is  a  vehicle  to  obtain  $200 
million  of  investment  funds  from  insurance  companies  and 
banks  to  mix  with  state  funds  on  a  one-to-two  ratio.  Lending 
institutions  participating  in  the  corporation's  program  receive 
30-year  self-amortizing  certificates  bearing  interest  at  51/2  per 
cent  per  year.  By  combining  state  and  private  funds  the 
amount  of  middle-income  housing  built  with  state  aid  is  ex- 
pected to  triple  in  New  York  communities. 

The  adoption  of  comprehensive  urban  renewal  programs  has 
brought  into  question  most  of  the  earlier  forms  of  municipal 
organization  for  urban  renewal.  When  public  housing,  redevel- 
opment, code  enforcement,  rehabilitation,  city  planning,  com- 
munity facilities,  capital  programming,  and  state  aids  are  all  in- 
volved in  a  renewal  program,  the  administration  of  them  by 
separate,  independent,  and  semiautonomous  municipal  depart- 
ments, agencies,  and  authorities  creates  such  obstacles  and 
problems  of  coordination  as  to  jeopardize  the  success  of  the 
entire  venture.  As  a  result,  many  municipalities  are  re-examin- 
ing their  municipal  organization.  Some  municipalities  have 
merely  provided  a  mechanism  for  coordinating  the  programs 
of  a  number  of  independent  agencies.  Others  have  undertaken 
wholesale  reorganization. 

Philadelphia  led  the  way  for  coordination  and  Baltimore  for 
reorganization.  The  urban  development  coordinator  in  Phila- 
delphia is  an  appointee  of  the  mayor.  He  and  his  small  staff  are 
responsible  for  coordinating  all  programs  of  renewal,  develop- 
ment, and  redevelopment,  for  supervising  area-wide  code  en- 
forcement programs  and  other  similar  neighborhood  demonstra- 
tions, and  for  advising  on  capital  budgeting  for  the  provision  of 
community  facilities. 

In  Baltimore  a  new  agency  was  set  up  to  develop  programs 
of  municipal  aid  to  private  development,  both  residential  and 
nonresidential.  To  the  new  agency  was  transferred  responsibil- 
ity for  urban  renewal,  public  housing,  area  code  enforcement, 
and  relocation.  Baltimore  thus  places  in  one  central  agency  the 
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responsibility  for  the  core  functions  of  urban  renewal.  Other 
functions  like  the  provision  of  schools,  parks  and  playgrounds, 
streets  and  street  lighting,  which  can  help  create  a  climate  to 
stimulate  private  investment  and  rehabilitation  in  residential 
areas,  remain  in  their  own  departments  but  are  integrated  with 
the  renewal  program  by  a  special  assistant  to  the  mayor. 

No  single  scheme  will  be  effective  in  all  types  of  government. 
What  works  under  a  strong  mayor  plan  of  government  may 
prove  unsuccessful  under  a  city  manager  plan.  The  commission 
form  of  government  has  its  own  peculiar  problems.  Major  cities 
like  Philadelphia,  New  York,  and  Chicago  have  very  different 
problems  from  those  of  smaller  communities  like  Decatur,  Illi- 
nois, or  Richmond,  California,  or  Gadsden,  Alabama.  Three 
conclusions,  however,  are  clear.  First,  urban  renewal  is  being 
less  and  less  considered  on  a  project  basis.  It  is  no  longer  con- 
cerned with  this  or  that  isolated  spot  of  slum  or  blight.  Second, 
urban  renewal  has  come  to  be  recognized  as  the  application 
of  all  the  powers  of  municipal  government  to  the  treatment  of 
the  problems  of  the  urban  environment.  It  involves  private  in- 
vestment, private  maintenance,  public  investment,  and  public 
maintenance  and  operation.  It  necessarily  involves  almost  all 
the  departments  of  municipal  government.  Those  functions  which 
are  central  to  urban  renewal,  including  the  use  of  the  condemna- 
tion power,  the  provision  of  public  housing,  code  enforcement  and 
relocation,  can  no  longer — according  to  an  increasing  number  of 
public  officials — be  treated  as  isolated  parts  of  renewal  programs. 
Third,  since  this  is  the  case,  urban  renewal  requires  the  supervision 
of  its  various  programs  by  the  central  authority  in  municipal  gov- 
ernment which  makes  major  political  decisions.  In  some  cities 
this  authority  is  the  mayor  or  head  of  the  dominant  political 
party,  in  others  the  city  manager  and  city  council,  and  in  still 
others,  a  commission.  Urban  renewal  cannot  be  isolated  from 
local  politics.  Indeed,  it  is  central  to  local  politics  and  will  prob- 
ably become  an  increasingly  important  issue  in  political  campaigns. 

Relocation  and  Assimilation 

American  cities  have  become  a  twentieth  century  melting  pot 
for  hundreds  of  thousands  of  families  from  rural  and  farm  areas 
whose  problems  of  assimilation  are  similar  to  those  of  European 
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immigrants  half  a  century  ago.  A  generation  hence  many  of  them 
will  have  learned  the  skills  and  ways  of  urban  society,  but  today 
this  is  true  of  only  a  few.  Their  problems  are  only  intensified  by 
the  fact  that  many  of  them  are  Negroes.  Otherwise  they  share 
many  of  the  characteristics  of  earlier  immigrants:  low  incomes, 
relatively  low  skills,  and  a  transitional  culture  from  a  rural,  fa- 
milial, and  static  society  to  an  urban,  nonfamilial,  and  dynamic 
society.  Many  of  them  are  eager  to  prosper,  but  they  live  under 
conditions  which  severely  hamper  their  efforts. 

On  the  other  hand,  wherever  they  go,  low-income  people 
bring  with  them  problems  of  education  and  community  organiza- 
tion and  increased  requirements  for  police,  health,  and  welfare 
services.  The  fact  that  they  are  actively  unwanted  in  most  parts  of 
a  city  is  the  central  problem  in  urban  renewal  and  other  programs 
that  involve  displacement  and  relocation. 

Some  of  these  problems  can  be  met  by  new  forms  of  education 
and  training  for  urban  living,  an  urban  version  of  the  agricul- 
tural extension  service.  In  other  situations  the  use  of  social  institu- 
tions and  services,  settlement  houses  and  welfare  centers,  can  help 
new  or  problem  families  to  adapt  themselves  to  new  ways  of  life. 
But  all  of  them  are  closely  related  to  housing  and  the  neighbor- 
hood. Thus  if  housing  and  renewal  agencies  are  to  achieve  their 
purposes  of  eliminating  the  social  slum  as  well  as  the  physical 
slum,  they  must  become  either  coordinators  of  or  partners  in  a 
broad  range  of  social  services.  These  new  purposes,  too,  require  a 
broader  view  of  housing  and  renewal,  and  their  involvement  in 
the  central  policy  decisions  of  local  government. 

When  urban  renewal  is  conceived  in  this  comprehensive  way  it 
becomes  the  major  means  by  which  cities  carry  out  a  city  plan. 
The  city  plan,  while  it  is  usually  couched  in  terms  of  the  distribu- 
tion of  land  uses,  is  also  the  community's  plan  for  the  distribution 
of  population,  determining  as  it  does  the  density  at  which  people 
live,  the  types  and  quality  of  residential  areas  they  will  occupy, 
and  ultimately  what  they  will  pay  for  housing  and  community 
services.  Thus,  urban  renewal  programs  must  face  the  problem 
of  how  urban  populations  are  to  be  distributed.  This  is  not  likely 
to  be  a  temporary  or  short-range  relocation  problem.  Rather,  it 
is  at  the  core  of  many  of  our  most  important  urban  functions. 
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Historically,  relocation  has  been  treated  as  an  incident  to  other 
programs,  as  has  the  broader  question  of  the  distribution  of  the 
population  throughout  the  metropolitan  area.  Since  the  war  re- 
location has  been  accomplished  largely  by  squeezing  displaced 
families  into  the  existing  supply  of  housing.  In  Chicago,  during 
the  decade  1948-1958,  86  per  cent  of  relocated  families  were 
accommodated  in  private  housing. 

In  1961,  the  commissioner  of  the  Urban  Renewal  Administra- 
tion announced  that  from  the  beginning  of  the  program  of  Fed- 
erally aided  slum  clearance  and  urban  renewal  in  1949,  through 
June  30,  1960,  over  85,000  families  of  the  nearly  94,000  formerly 
living  in  project  areas  were  rehoused;  the  others  were  in  the 
process  of  moving.  Less  than  8  per  cent  moved  to  substandard 
dwellings  but  the  whereabouts  of  some  were  unknown  and  might 
increase  this  proportion.  Though  the  quality  of  housing  for  the 
relocated  families  seems  to  have  improved,  their  expenditures  for 
housing  were  undoubtedly  forced  upward. 

Public  aid  to  families  specifically  requiring  relocation  merely 
serves  to  give  them  preference  in  obtaining  the  limited  number  of 
vacant  units  available,  thus  depriving  others  equally  in  need  of 
housing  but  not  being  relocated  with  government  assistance.  These 
relocation  policies  may  result  in  accelerating  the  deterioration  of 
the  areas  forced  to  accommodate  the  displaced  populations.  It  is 
only  rarely  that  communities  can  build  new  housing  on  vacant 
land  just  to  house  families  displaced  by  renewal  programs.  The 
seriousness  of  the  situation  is  augmented  by  other  improvement 
and  construction  activities.  The  Federal  highway  program,  for 
instance,  is  creating  a  relocation  problem  at  least  equal  to  the  one 
arising  from  urban  renewal.  And  as  communities  build  new 
schools,  parks,  and  playgrounds  the  relocation  requirements  stem- 
ming from  these  types  of  public  works  will  grow,  too. 

There  is  still  another  aspect  of  relocation  that  requires  clarifica- 
tion of  public  policy.  Almost  all  renewal  and  capital  improvement 
programs  either  physically  displace  business  concerns  or,  particu- 
larly if  they  are  marginal  enterprises,  remove  their  markets.  Just 
as  the  community  requires  policies  for  the  distribution  of  urban 
population,  the  community  also  requires  policies  for  the  distribu- 
tion of  economic  activity.  Originally,  the  relocation  of  business 
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was  not  recognized  as  a  governmental  responsibility  in  connec- 
tion with  urban  redevelopment  and  renewal  programs.  Now  at 
least  relocation  payments  to  business  establishments  have  been 
authorized  under  Federal  legislation.  Since  business  provides  the 
economic  lifeblood  for  any  urban  area,  it  is  essential  that  urban 
renewal  planning  provide  opportunities  for  desirable  business 
expansion  and  economically  fair  means  for  relocating  businesses 
that  have  to  be  moved  as  a  result  of  public  works. 

Beginning  with  their  use  of  regulatory  devices  and  going  on 
to  comprehensive  urban  renewal  activities,  it  is  evident  that  mu- 
nicipal leaders  must  develop  clear-cut  policies  for  housing  and 
community  development  problems  if  they  expect  to  solve  these 
problems  in  any  short  time.  By  the  end  of  1960,  eleven  years 
after  passage  of  the  Housing  Act  of  1949,  only  41  of  the  870 
projects  approved  for  Federal  urban  renewal  aid  in  475  commu- 
nities had  been  completed.  On  the  whole,  most  city  officials  still 
try  to  deal  with  problems  of  slums  and  blight  by  treating  the 
sore  spots — a  little  code  enforcement  here,  a  little  clearance 
there.  This  usually  transfers  the  problems  from  one  area  to  an- 
other as  low-income  families  are  shifted  about.  Instead,  organ- 
ized local  interests  and  business  must  join  more  energetically 
with  government  in  finding  ways  to  make  the  housing  market 
work  more  dynamically. 

Only  if  additions  are  made  to  the  housing  supply  for  all  in- 
come levels  will  we  be  able  to  sustain  the  total  volume  of  new 
construction  needed  to  permit  filtration.  And  it  is  through  the 
filtration  of  the  normal  supply  that  most  of  the  housing  re- 
quirements of  our  communities  will  be  served.  But  filtration  will 
work  only  if  the  housing  market  provides  enough  houses  to 
go  around  and  enough  extra  ones  to  create  vacancies  so  that 
families  can  have  freedom  of  choice  and  price  in  moving  from 
one  neighborhood  to  another. 

Thus  public  agencies  concerned  with  housing  and  urban 
renewal  must  consider  housing  market  areas  as  a  whole.  Few 
communities  have  adequate  data  to  do  this.  In  the  19305  under 
the  auspices  of  the  Works  Progress  Administration  many  cities 
undertook  real  property  inventories  which  were  invaluable  plan- 
ning and  policy  aids  as  long  as  they  were  kept  up  to  date.  If 
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every  community  with  an  urban  renewal  program  made  an  an- 
nual housing  market  analysis  part  of  its  workable  program,  the 
returns  in  reliable  data  on  which  to  base  project  determinations 
and  resulting  needed  relocation  housing  would  alone  be  worth 
the  cost.  In  Newark,  New  Jersey,  the  City  Planning  Department 
has  entered  on  IBM  cards  all  data  from  a  reassessment  of  prop- 
erty values.  If,  in  addition,  such  cards  could  record  relevant  in- 
formation on  the  housing  market,  it  would  be  possible  to  measure 
by  a  quick  statistical  process  housing  improvement  in  terms  of 
the  relative  effectiveness  of  different  types  of  treatment  in  differ- 
ent areas.  A  constant  inventory  would  be  so  valuable  to  real  estate 
interests  and  investors  that  they  might  be  ready  to  contribute  to 
its  cost. 

As  the  units  of  government  closest  to  popular  pressures,  mu- 
nicipalities have  been  compelled  to  create  new  programs,  invent 
new  agencies,  and  devise  measures  for  their  administration.  The 
varied  experiences  of  municipalities  suggest  that  new  forms  of 
organization  are  required  if  public  response  to  emerging  develop- 
ment problems  is  to  be  effective. 


Chapter  17 

METROPOLITAN 
ORGANIZATION  AND 
RESIDENTIAL  EXPANSION 


Population  growth  has  flooded  across  municipal  boundary 
lines  into  suburbs  and  unincorporated  parts  of  urban  areas,  dra- 
matically changing  the  distribution  of  population  and  the  form 
of  cities.  Problems  of  housing,  highways,  water  supply,  police 
and  fire  protection,  parks,  transit,  taxes,  land  use,  schools,  and 
commercial  and  industrial  growth  do  not  end  at  municipal  boun- 
dary lines.  They  run  across  them  linking  city  to  suburb,  and 
suburb  to  surrounding  country. 

Local  zoning  and  building  code  decisions  affect  metropolitan 
housing  and  industrial  expansion,  impose  diseconomies  upon 
builders,  and  produce  widely  varying  standards  of  local  service 
and  local  taxes  for  consumers.  Many  observers  believe  that  some 
form  of  metropolitan  government  may  be  essential  to  eliminate 
these  inequities  and  provide  for  metropolitan-wide  services  and 
development  opportunities.  Others  argue  that  local  differences 
provide  greater  -freedom  of  choice  or  are  so  deeply  cherished  as  to 
be  ineradicable. 

Between  the  two  extremes  lie  other  possibilities:  intergovern- 
mental cooperation,  joint  programming  of  public  improvements, 
special  districts,  and  service  contracts.  No  one  solution  is  likely  to 
prevail.  Each  has  its  costs  and  its  benefits.  Too  rigid  adherence  to 
existing  local  government  forms  may  lead  to  further  state  and 
Federal  intervention  where  metropolitan-wide  service  or  coopera- 
tion is  essential  to  a  metropolitan  economy.  Federal,  state  and  local 
agencies  concerned  with  urban  development  in  metropolitan  areas 
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are  beginning  to  seek  a  better  definition  of  the  limits  of  their  ac- 
tions and  responsibilities. 


By  1 960,  1 1 3  of  the  1 80  million  American  people  were  living 
in  the  nation's  212  metropolitan  areas,  each  such  area  consisting 
of  one  or  two  central  cities  and  numerous  surrounding  suburbs. 

Urban  areas  began  to  spread  out  long  ago  as  people  moved 
along  railroad  lines  to  small  suburban  communities.  The  move- 
ment was  limited  in  the  main  to  the  well-to-do  who  concentrated 
in  compact  and  exclusive  residential  suburbs.  The  growing  use 
of  the  automobile,  which  was  accompanied  by  new  road  sys- 
tems, made  a  further  spread  possible  after  World  War  I.  The  rate 
of  population  growth  during  the  depression  years  was  slow, 
however;  not  many  people  could  afford  new  housing  anywhere. 
During  those  years  urban  growth  drew  upon  land  already  sup- 
plied with  streets,  water,  and  sewerage  systems,  and  it  made 
use  of  community  facilities  built  for  an  earlier  generation  either 
in  the  central  city  or  in  its  immediately  adjoining  suburbs. 

After  World  War  II  the  pent-up  force  of  housing  demand, 
coupled  with  almost  universal  automobile  ownership  and  an 
expanded  network  of  highways,  made  it  possible  for  builders  to 
put  up  millions  of  new  homes  on  the  cheapest  land  available  in 
the  outer  suburbs.  The  developed  land  was  used  up  in  the  first 
few  years  following  the  war  and  existing  community  facilities 
were  strained  beyond  their  normal  capacity.  Fast-rising  incomes 
combined  with  generous  financing  terms  under  FHA  and  VA 
made  it  possible  for  millions  of  families  to  buy  the  new  houses. 
Most  of  these  new  homeowners  had  moderate  incomes  compared 
with  those  of  the  earlier  suburbanites,  but  they  were  accus- 
tomed to  urban  services  and  expected  them  in  the  new  tract 
developments  that  had  recently  been  open  countryside. 

The  shift  to  an  urbanized  metropolitan  existence  has  caught 
us  unprepared.  Nowhere  is  our  unpreparedness  more  apparent 
than  in  the  failure  of  governmental  policy  to  deal  vigorously 
with  the  present  results  and  the  probable  future  consequences  of 
this  massive  extension  of  the  urban  population  and  its  housing. 
Involved  are  such  questions  as  land  use,  fiscal  capacity,  com- 
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munity  facilities,  relocation,  economic  development.  Confront- 
ing, but  not  solving,  these  problems  are  16,210  independent  gov- 
ernmental bodies:  256  counties,  2,328  townships,  3,164  munici- 
palities, 2,598  special  districts,  and  7,864  school  districts.  The 
largest  concentrations  of  governments  are  in  the  New  York  and 
Chicago  metropolitan  areas  which  have  1,074  and  954  govern- 
ments respectively.  As  the  accompanying  table  shows,  Philadel- 
phia comes  next  with  705  and  even  the  least  in  the  list,  Detroit, 
has  250. 

TABLE  10.     NUMBER  OF  LOCAL  GOVERNMENTS  IN  SELECTED 
STANDARD  METROPOLITAN  AREAS,  1957 

Local 
Standard  metropolitan  area  governments 

New  York-N.  E.  New  Jersey 1,074 

Chicago 954 

Philadelphia 705 

Pittsburgh 612 

San  Francisco-Oakland 414 

St.  Louis 400 

Portland  (Oregon) 337 

Los  Angeles-Long  Beach 319 

Detroit 250 

Source:  U.S.  Bureau  of  the  Census,  Census 
of  Governments,  1957,  vol.  I,  no.  2. 

Metropolitan  Consolidation  and  Housing 

In  their  study  in  this  series,  Government  and  Housing  in  Metro- 
politan Areas,  Edward  C.  Banfield  and  Morton  Grodzins  singled 
out  the  effects  that  changes  in  the  structure  of  government  might 
have  on  the  quality,  quantity,  and  price  of  housing  in  metropoli- 
tan areas,  and  came  to  the  conclusion  that  while  changes 
might  alleviate  some  of  the  problems  of  urban  expansion,  includ- 
ing those  of  housing  and  urban  renewal,  they  could  not  solve 
them.  In  the  view  of  Banfield  and  Grodzins,  changes  in  govern- 
ment policy  are  far  more  important  than  changes  in  the  struc- 
ture of  government. 

The  main  points  where  governmental  structure  in  metropoli- 
tan areas  is  often  said  to  have  adverse  effects  on  housing  and  ur- 
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ban  renewal  are:  (i)  the  lack  of  metropolitan  planning,  (2)  mul- 
tiple zoning,  subdivision,  and  building  regulations,  (3)  the  lim- 
ited legal  powers  of  local  governments,  (4)  tax  deficiencies  and 
inadequacies,  and  (5)  the  poverty  of  civic  leadership. 

LIMITATIONS    OF    METROPOLITAN    PLANNING 

Advocates  of  metropolitan  planning  claim  that  economies  in 
public  costs  for  facilities  and  services  such  as  sewers,  water  sys- 
tems, transportation,  and  schools  will  result  from  planned  devel- 
opment of  the  metropolitan  complex  at  predictable  rates  of 
growth;  that  metropolitan  planning  will  ensure  an  adequate  sup- 
ply of  development  land  served  by  suitably  located  highways 
and  utility  systems;  that  it  will  aid  the  relocation  problem  by 
viewing  the  housing  situation  throughout  the  area;  and  that  it  is 
an  essential  communication  device  between  public  and  private 
interests  which  must  rely  on  its  fact-gathering  and  analysis  as  a 
basis  for  decision. 

Only  about  half  the  states  authorize  metropolitan-wide  plan- 
ning. Most  of  such  planning  comes  under  one  of  these  categories: 
a  comprehensive  plan  of  land  use  to  guide  the  area's  future  de- 
velopment in  respect  to  water  and  sewerage  systems,  recreation, 
highways,  and  the  like;  ad  hoc  plans  for  special  projects  like 
flood-plain  control  and  river  development,  airports,  and  inter- 
urban  rapid  transit;  technical  assistance  on  matters  of  zoning, 
subdivision  control,  and  building  regulation  to  jurisdictions  in 
the  area  which  do  not  have  their  own  technical  staffs. 

Banfield  and  Grodzins  acknowledge  that  "progress  in  com- 
munity development  (and  the  housing  that  goes  with  it)  will  be 
facilitated  by  marshalling  facts,  pooling  expertise,  and  ensuring 
collaboration  among  those  concerned."  They  say,  however,  that 
the  power  of  decision  in  metropolitan  areas  is  too  widely  scat- 
tered to  allow  a  high  degree  of  coordination,  and  without  metro- 
politan government  there  is  no  mechanism  to  enforce  metro- 
politan plans.  And  they  add,  "people  who  argue  for  metropolitan 
planning  are  frequently  arguing  in  effect  not  so  much  for  plan- 
ning as  for  a  government  having  the  powers  to  do  what  they 
want  done." 
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There  is  almost  no  uniformity  among  the  zoning,  subdivision, 
and  building  controls  that  are  operative  throughout  a  metropoli- 
tan area.  As  a  result  there  is  frequently  a  mixture  of  land  uses 
that  is  unsightly  and  costly;  there  are  severe  diseconomies  to 
the  builder,  who  cannot  easily  assemble  land  in  quantity  or  build 
to  consistent  specifications;  and  finally,  there  is  an  inequitable  al- 
location of  housing  and  community  facilities.  There  is  no  doubt 
that  suburban  zoning,  subdivision  and  building  regulations  help 
maintain  the  density  of  the  central  cities  by  making  access  to  new 
residential  areas  more  difficult.  However,  this  problem  would 
not  necessarily  be  quickly  solved  if  there  existed  a  metropolitan 
government.  Housing  measures — such  as  relocation  or  a  change 
in  density — which  are  politically  infeasible  on  an  intercity  basis 
do  not  become  feasible  merely  by  enlarging  the  area.  Further- 
more, the  imposition  of  minimum  standards  throughout  a  metro- 
politan area  may  easily  go  beyond  their  necessary  purpose  of 
safeguarding  the  health  and  safety  of  the  community  to  in- 
fringe on  the  essential  freedom  of  the  individual  by  requiring 
him  to  buy  more  housing  and  related  facilities  than  he  wants. 

NARROW   LEGAL   POWERS   OF   LOCALITIES 

Municipalities  are  under-represented  in  state  legislatures;  their 
ability  to  act  efficiently  and  economically  is  frequently  much 
curtailed.  Moreover,  state  limitations  on  municipal  debt  deprive 
municipalities  of  necessary  fiscal  independence.  Banfield  and 
Grodzins  believe  that  statutory  and  constitutional  debt  limits 
should  be  abolished.  But  they  point  out  that  complete  municipal 
fiscal  independence  is  unwise;  instead  there  must  be  much  closer 
coordination  in  taxing  and  spending  policies  between  states  and 
municipalities  and  between  the  Federal  government  and  mu- 
nicipalities. 

TAX   DEFICIENCIES   AND   INADEQUACIES 

In  all  metropolitan  areas  there  are  great  inequities  in  property- 
tax  assessments.  These  result  from  the  decentralized  organization 
of  the  tax  system,  and  many  experts  believe  that  there  should  be 
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a  single  tax  jurisdiction  to  deal  with  revenue  sources  of  the  met- 
ropolitan area  as  a  whole.  Banfield  and  Grodzins  agree  that  seg- 
mented tax  jurisdictions  and  the  resulting  inequities  of  income 
and  service  are  genuine  impediments,  "yet  the  consequences  are 
not  so  overwhelming  that  they  lead  necessarily  to  a  drastic  struc- 
tural reorganization  of  metropolitan  government." 

THE   POVERTY   OF   CIVIC   LEADERSHIP 

The  poverty  of  leadership  is  acute  in  many  central  cities. 
Many  officials  in  these  cities  complain  that  business  and  profes- 
sional people  who  might  become  civic  leaders  do  not  do  so  be- 
cause they  live  in  the  suburbs.  However,  the  roster  of  members 
of  almost  any  important  civic  group  in  almost  any  large  city 
shows  that  many  men  and  women  who  live  in  the  suburbs  do 
concern  themselves  actively  with  development  and  improve- 
ment programs  in  the  city.  It  is  on  official  municipal  boards  and 
commissions  that  such  people  are  most  often  missed;  local  laws 
frequently  prohibit  persons  not  living  in  the  city  from  member- 
ship on  city  planning  commissions,  urban  renewal  authorities, 
and  the  like. 

There  is  no  doubt  that  these  five  conditions  frequently  impede 
effective  metropolitan  development.  Some  of  them  probably 
contribute  to  inequalities  in  service  and  to  unjustified  variations 
in  the  cost  or  quality  of  housing.  None,  however,  would  cease  to 
exist  if  a  metropolitan  government  were  enacted.  The  funda- 
mental causes  of  unsatisfactory  housing,  as  other  chapters  in  this 
book  have  shown,  are  poverty,  discrimination,  imperfections  in 
the  capital  market  that  discourage  the  ready  flow  of  investment 
into  housing,  the  high  cost  of  land,  and  the  failure  of  consumers 
to  demand,  and  builders  to  provide,  a  better  product. 

Government  can  improve  matters  by  judicious  policies:  but 
it  is  thoroughly  unlikely  that  any  structural  changes — not  even 
consolidating  250  or  a  thousand  political  jurisdictions  in  a  single 
metropolitan-area  government — will  do  much  to  change  the  atti- 
tudes of  people  or  the  workings  of  the  economy.  Too  many 
observers  of  the  housing  situation  oversimplify  it  by  seeking 
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formal  administrative  changes  rather  than  by  rethinking  basic 
policies. 

Simplicity,  uniformity,  and  symmetry  in  governmental  struc- 
ture are  not  necessarily  admirable  goals.  Furthermore,  we  often 
take  it  too  much  for  granted,  Banfield  and  Grodzins  point  out, 

that  the  presence  of  a  large  number  of  independent  local  governments 
in  a  single  area  means  waste  and  duplication.  That  there  may  be 
even  administrative  advantages  in  decentralization  is  often  overlooked 
entirely.  Beyond  problems  of  efficiency  and  economy,  issues  of  com- 
munity independence,  sociability,  and  status  are  involved.  Technical 
considerations  concerning  optimum  areas  for  given  services  must 
compete  for  priority  with  political  issues  concerning  the  best  organiza- 
tion for  the  public  control  of  public  officials.  Issues  of  philosophy 
intrude:  when  does  self-government  in  one  locality  impede  self-gov- 
ernment in  another?  Values  of  local  control  compete  with  values  of 
area  efficiency.  A  consideration  of  what  is  desirable  in  the  way  of 
organization  ought  to  take  into  account  the  full  range  of  problems. 
Intangibles — for  example,  the  suburbanite's  satisfaction  in  remaining 
apart  from  the  central  city — should  be  accorded  some  value. 

Viewed  in  these  terms,  the  present  "Balkanization"  of  govern- 
ment in  a  metropolitan  area  may  have  many  advantages  for  a 
people  who  enjoy  having  a  wide  freedom  of  choice.  But  even  if 
it  presents  notable  disadvantages,  the  substitution  of  an  all- 
purpose  government  appears  often  to  be  politically  infeasible. 
In  the  last  thirty  years  there  have  been  one  hundred  or  more 
surveys  of  metropolitan  organization  but  few  surveys  were  fol- 
lowed by  adoption  of  any  of  the  major  recommendations.  The 
reason,  Banfield  and  Grodzins  say,  is  that  central  cities  tend  to 
be  lower-income,  Catholic,  Negro,  and  Democratic.  The  subur- 
ban areas  tend  to  be  higher-income,  Protestant,  white,  and  Re- 
publican. The  Democrats  of  the  central  cities  are  unwilling  to 
turn  over  central-city  functions  to  area-wide  administrations 
which  would  dilute  their  political  power.  And  likewise  the  Re- 
publicans, who  have  working  control  of  the  suburbs  and  with  it 
a  favored  position  vis-a-vis  the  state  legislature,  are  not  likely  to 
vote  for  reorganization  plans  that  would  give  central-city  poli- 
ticians a  voice  in  suburban  affairs.  There  is  much  evidence  to 
support  this  argument.  In  1959,  voters  in  Cleveland  and  St.  Louis 
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turned  down  proposals  for  area-wide  government.  The  Cleve- 
land plan  was  opposed  by  Negroes  who,  reportedly,  feared  the 
proposed  changes  would  weaken  their  strength  in  the  city  coun- 
cil, where  they  held  eight  of  thirty-three  seats.  But  other  ex- 
perts assert  that  these  differences  apply  only  to  a  dozen  or  more 
of  the  largest  metropolitan  areas,  principally  those  in  the  North 
Atlantic  and  Middle  West  states,  and  that  even  in  these  areas  reli- 
gious and  ethnic  distinctions  between  cities  and  suburbs  are 
much  less  strong  than  they  were  formerly. 

The  inevitable  conclusion,  in  the  view  of  many  persons,  is 
that  some  degree  of  unification  is  not  only  possible  but  likely  in 
some  metropolitan  areas.  If  localism  blocks  metropolitanism  we 
will  surely  see  state  and  Federal  controls  over  the  metropolitan 
area  rise  in  alarming  degree,  first  in  transportation  and  education 
and  later  in  other  fields  including  local  zoning.  If  the  suburbs, 
according  to  this  view,  cling  too  long  to  their  cherished  local 
rights  by  resisting  collaboration  within  the  metropolitan  area, 
they  may  find  that  the  price  is  a  far  less  attractive  shifting  of 
these  rights  to  even  more  remote  levels  of  government.  In  the 
meantime,  metropolitan  communities  may  have  engendered  so 
vast  a  spread  of  urban  areas  as  to  compel  ever  larger  propor- 
tions of  our  economy  to  be  devoted  to  transportation  with  less 
and  less  resources  available  for  other  social  and  economic  purposes. 

Suburbia — The  Self-Defeating  Dream? 

The  suburban  dream  that  lured  millions  of  families  away 
from  the  cities  has  dimmed  since  the  day  of  their  first  down  pay- 
ment. Those  who  were  looking  for  a  house  set  in  a  country  land- 
scape found  the  open  country  was  soon  swallowed  up  by  tract 
developments,  highways,  and  shopping  centers.  Those  who  were 
seeking  a  socially  exclusive  neighborhood  found  that  nothing 
that  attracts  many  millions  of  people  remains  exclusive  for  long. 
Most  families  expected  to  find  good  schools  and  services  and  low 
taxes,  but  the  stubborn  facts  of  local  government  finance  often 
frustrated  their  hopes. 

Although  residential  areas,  whether  in  the  city  or  in  the  sub- 
urbs, are  a  major  source  of  local  tax  revenue,  they  are  also  a  ma- 
jor cause  of  local  expenditures.  They  require  streets,  sewer  fa- 
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cilities,  water,  storm  drainage,  schools,  recreation  places,  health 
and  welfare  services,  police  and  fire  protection,  ambulance  serv- 
ices, libraries,  and  many  other  things  that  cost  money.  As  long  as 
the  population  density  is  low,  as  long  as  the  area  is  occupied 
mainly  by  families  who  prefer  and  can  afford  private  services, 
only  a  few  public  services  are  essential  and  a  very  low  standard 
of  services  is  acceptable.  But  the  situation  changes  as  soon  as  the 
population  starts  to  expand.  A  few  people  scattered  throughout 
the  countryside  may  put  sewage  into  the  ground  and  safely 
pump  water  out  of  the  ground;  add  a  few  hundred  and  it  be- 
comes risky;  add  a  few  thousand  and  public  health  requires  the 
installation  of  sewerage  and  water  systems. 

Most  suburbanites  regard  good  schools  as  the  most  essential 
local  government  service.  But  a  superior  school  system  costs 
$400  to  $500  per  child  per  year.  Thus  the  new  suburban  family 
with  two  or  three  children  may  cost  the  locality  $800  to  $1,500 
per  year,  when  it  expects  to  pay  no  more  than  $200  or  $300  per 
year  in  local  taxes.  Indeed,  many  new  suburbanites  in  rapidly 
growing  areas  do  pay  such  low  taxes  at  first.  But  a  single  elemen- 
tary school  is  not  a  school  system;  as  the  population  increases, 
taxes  will  be  doubled  and  often  doubled  again.  The  tax  rate  of 
some  suburbs  is  higher  than  the  tax  rate  of  the  central  cities  they 
adjoin. 

The  relation  between  the  costs  of  servicing  residential  areas 
and  the  tax  revenues  provided  by  them  is  a  matter  of  increas- 
ing concern.  Studies  conducted  over  the  last  twenty-five  years 
suggest  that  most  residential  areas  do  not  provide  direct  tax  rev- 
enues to  municipal  government  equal  to  their  costs.  These  rela- 
tionships vary  widely  with  the  density,  state  of  development, 
and  fiscal  and  population  characteristics  of  the  community  in 
which  development  occurs. 

Inevitably,  the  central  city  shares  the  fiscal  and  other  prob- 
lems of  its  suburbs.  True,  such  cities  have  industrial  plants,  cen- 
tral business  districts,  large  wholesaling  and  market  areas  upon 
which  to  draw  for  taxes.  But  they  also  must  serve  larger  low- 
income  populations  and  at  the  same  time  provide  streets  and 
highways  for  the  suburbanite  to  travel  over,  and  colleges,  muse- 
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urns,  zoos,  hospitals,  and  many  other  metropolitan  services  which 
no  single  suburb  can  afford  for  itself. 

Other  important  services  may  be  wholly  lacking,  however, 
or  poorly  performed.  Who  can  control  the  flow  of  traffic  on 
highways?  Not  the  central  city,  which  daily  receives  thousands 
or  hundreds  of  thousands  of  suburban  commuters;  not  the  sub- 
urbs, where  the  commuters  come  from  and  where  they  return. 
Who  can  provide  transit?  Who  is  reserving  the  land  in  the  metro- 
politan area  for  future  industrial  growth  and  for  future  airports 
or  expressways?  Who  is  acquiring  land  for  metropolitan  parks  to 
serve  the  population  of  the  future?  Who  is  controlling  air  pollu- 
tion or  the  pollution  of  streams  and  river  valleys?  These  and  a 
score  of  other  problems  go  unsolved. 

In  Search  of  Solutions 

As  our  cities  have  grown  to  metropolitan  size,  the  principal 
devices  suggested  in  the  past  to  bypass  the  limitations  of  local 
government  in  land-use  control,  finance,  and  public  services  are 
annexation,  federation  of  municipalities,  merger  of  districts  or 
authorities. 

ANNEXATION 

Many  specialists  on  urban  problems  agree  that  where  neces- 
sary state  laws  should  be  changed  to  make  it  easier  for  central 
cities  to  annex  their  adjoining  areas.  It  is  difficult  at  present,  how- 
ever, for  central  cities  to  annex  other  than  unincorporated  areas. 
So  long  as  the  jurisdictions  that  might  be  annexed  have  the 
power  of  veto  over  a  proposed  annexation,  they  will  usually 
exercise  it  to  preserve  their  autonomy.  Only  in  a  few  Southern 
cities  has  there  been  any  substantial  amount  of  annexation  since 
World  War  II. 

FEDERATION 

The  most  successful  federation  in  this  hemisphere  is  in  To- 
ronto where  thirteen  federated  municipalities  have  surrendered 
to  the  higher  level  of  government  control  over  such  matters  as 
•vater  supply,  sewage  disposal,  arterial  highways,  certain  health 
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and  welfare  services,  housing  and  redevelopment,  metropolitan 
parks  and  metropolitan  planning.  The  federation  also  controls 
the  transit  system,  allocates  funds  for  school  sites  and  construc- 
tion, regulates  bond  issues  of  member  municipalities,  and  sets  a 
uniform  assessment  rate  for  both  metropolitan  and  local  taxation. 
However,  the  Toronto  federation  was  created  by  a  provincial 
government  over  the  opposition  of  smaller  municipalities  in  the 
area.  Major  changes  in  law  would  be  needed  in  many  states  to 
permit  this  sort  of  federation  in  this  country. 

THE   URBAN   COUNTY 

More  than  one  hundred  metropolitan  areas  in  this  country  are 
within  a  single  county.  A  single  county  encompasses  a  large  seg- 
ment of  each  of  most  of  the  other  metropolitan  areas.  The  com- 
plete merger  of  municipalities  with  a  county  government  has  a 
number  of  historical  precedents:  New  Orleans,  Boston,  and 
Philadelphia,  for  example.  Few  present-day  proposals  call  for 
such  wholesale  mergers.  The  transfer  of  some  functions  to 
county  governments  is  more  probable. 

SPECIAL-FUNCTION   DISTRICTS 

The  independent  school  district  is  almost  universal  in  this 
country,  and  in  the  last  twenty-five  years  this  principle  of  gov- 
ernmental organization  has  been  widely  authorized  by  state 
governments  and  adopted  by  local  governments  to  carry  on  new 
functions,  as  in  the  case  of  housing,  renewal,  port,  airport,  and 
bridge  authorities.  The  special  district  appeals  to  political  lead- 
ers and  the  public  because  it  usually  avoids  local  debt  limits, 
rarely  uses  taxing  powers,  and  appears  to  take  the  problem  "out 
of  politics."  These  very  limitations,  however,  prevent  the  use 
of  special  districts  for  functions  which  require  tax  revenues, 
involve  regulation  of  property,  or  necessitate  important  politi- 
cal decisions  regarding  priorities  in  public  expenditures.  A  few 
special  districts  have  become  multi-functional,  but  most  are  con- 
fined to  one  revenue-producing  function.  Since  boards  of  special 
districts,  other  than  schools,  are  usually  appointive,  it  is  difficult 
for  them  to  assume  functions  traditionally  vested  only  in  elec- 
tive officers  or  bodies.  Nevertheless,  several  communities  are  ex- 
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ploring  the  possibility  of  creating  multi-purpose  metropolitan 
special  districts  with  elected  boards  to  assume  major  functions. 

POSSIBILITIES 

The  location,  size,  and  ultimate  density  of  a  city  are  dictated 
largely  by  limitations  on  transportation  for  people  and  goods 
and  by  the  level  of  wealth.  In  the  metropolitan  cities  of  the 
twentieth  century  these  imperatives  have  changed  much  of 
their  force.  People  can  live  at  a  distance  from  the  central  city 
and  yet  rely  on  it  for  many  social  and  economic  offerings. 

The  tremendous  expansion  of  the  suburbs  which  surround  the 
great  central  cities  has  carried  in  its  wake  many  of  the  same 
problems  that  plague  the  central  cities  themselves.  In  many 
suburbs  (the  newest  of  course  excepted)  there  is  evidence  of 
considerable  blight  and  physical  deterioration.  The  suburbs  are 
no  longer  exclusive  or  wealthy;  they  are  attracting  millions  of 
families  of  very  modest  income,  and  any  efforts  permanently  to 
exclude  such  people  will  certainly  fail.  One  of  the  most  sig- 
nificant demographic  changes  since  1930  is  the  small  increase  in 
the  migration  of  Negroes  to  suburban  areas.  Moreover,  the  future 
growth  of  population  will  accentuate  the  already  acute  problems 
of  finding  adequate  land  to  accommodate  homes,  shops,  and  com- 
munity facilities. 

Local  governments  are  remarkably  inventive  in  creating  new 
specialized  agencies  (like  housing  or  port  authorities  and  like 
metropolitan  water  or  park  districts)  to  perform  new  functions 
or  to  handle  problems  that  cut  across  municipal  boundaries.  But 
even  as  they  are  inventive,  they  jealously  guard  old  prerogatives 
and  powers.  The  powers  of  the  new  agencies  are  limited:  usu- 
ally the  agencies  must  pay  their  way  and  rarely  are  they  al- 
lowed to  regulate  or  control  what  was  previously  a  wholly  mu- 
nicipal function. 

But  otherwise  local  governments  engage  in  a  bloodless  civil 
war  over  functions  and  responsibilities  which  overlap  their  juris- 
dictions. They  fight  any  suggestion  for  metropolitan  organiza- 
tion. They  compete  for  state  grants-in-aid.  They  impose  regula- 
tions which  benefit  one  community  at  the  expense  of  another. 
And  they  seek  to  push  each  problem  of  housing  or  transporta- 
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tion  or  utilities  over  into  their  neighbors'  jurisdiction.  When 
unilateral  action  compounds  problems  too  far,  the  combating 
jurisdictions  pledge  mutual  cooperation.  In  New  York,  Washing- 
ton, D.C.,  and  five  other  metropolitan  areas  in  the  country,  coun- 
cils of  elected  local  and  county  officials  are  making  some  headway 
with  this  kind  of  effort. 

"Local  autonomy,"  "freedom  from  central  city  domination," 
"home  rule" — these  are  the  slogans  under  which  existing  juris- 
dictions fight  metropolitan  influence.  They  reflect  deep-seated 
social,  economic,  and  political  differences  that  have  become  in- 
fused with  emotion  and  fixed  in  local  institutions.  Some  subur- 
banites fled  "big  city  politics"  in  search  of  local  government 
closer  to  the  popular  will.  But  if  this  was  true,  it  has  lost  much 
of  its  validity  as  many  central  cities  enjoy  reform  govern- 
ments and  many  suburbs  develop  one-party  machines.  Some 
suburbanites  sought  "exclusively  residential  communities"  but 
such  communities  now  frequently  look  for  industry  to 
strengthen  their  tax  bases.  Other  suburbanites  in  their  new 
neighborhoods  sought  escape  from  minority  groups,  blighted 
areas,  urban  congestion  or  decay,  traffic  hazards,  and  poor 
schools.  But  each  of  these  reasons  for  escape  has  followed  those 
who  sought  to  escape.  Today  there  are  even  blighted  suburbs 
fighting  to  preserve  their  freedom  from  blighted  central  cities. 

Other,  more  tangible  interests  have  a  stake  in  a  divided  me- 
tropolis. Tax  and  assessment  rates  vary  widely.  Some  commun- 
ities have  poor  government  services  and  correspondingly  low 
taxes.  Others  are  rich  enough  to  enjoy  good  services.  But  there 
are  communities  which  have  high  tax  rates  and  poor  services. 
These  differentials  are  capitalized:  houses  have  been  bought  and 
factories  have  been  located  to  take  advantage  of  favorable 
suburban  tax  situations.  Some  communities  have  attracted  large 
industries  and  thus  are  rich  in  tax  resources.  They  naturally  de- 
fend their  favored  position.  Others  may  have  secured  a  grant-in- 
aid  formula  which  is  especially  favorable.  Any  change  in  status 
would  be  costly  to  them. 

Political  machines  have  also  become  vested  interests.  Having 
developed  within  a  municipal  boundary,  they  resist  change. 
Elected  officials  fear  the  loss  of  jobs  or  influence;  their  colleagues 
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or  representatives  in  the  state  legislature  share  the  same  fear. 
With  local  jobs  or  favors  to  confer  and  local  power  to  exercise, 
public  officials  resist  consolidations  of  jurisdictions  or  functions 
which  might  reduce  their  power  or  position. 

Nevertheless,  how  will  the  large  metropolitan  areas  respond 
to  the  consequences  of  what  may  be  a  doubling  of  population? 
The  pressure  for  Federal  aid  to  education  has  been  intensifying 
steadily.  As  school-age  population  mounts,  it  is  not  unreasonable 
to  presume  that  local  tax  rates  in  suburban  areas  may  double 
within  the  decade  without  additional  state  or  Federal  assistance. 

Are  the  independent  suburbs  willing  to  accept  the  prospective 
state  and  national  intervention  in  education,  or  will  they  try  to 
go  it  alone  with  sharp  increases  in  local  taxes?  To  date,  the  evi- 
dence is  that  the  suburban  populations  are  strongly  disposed  to 
sacrifice  local  control  in  order  to  obtain  state  aid.  But  in  addition 
to  their  loss  of  control,  suburban  governments  in  some  states  are 
being  milked  as  a  price  for  this  aid.  Because  of  the  rural  bias  of 
state  legislatures,  urban  areas  pay  in  state  taxes  50  to  100  per  cent 
more  than  they  receive  in  state  benefits.  The  price  of  state  aid  is 
often  that  urban  areas  entirely  support  rural  school  systems. 

Similarly,  we  may  consider  the  social  and  economic  conse- 
quences of  continued  localism  in  suburban  zoning.  Local  subur- 
ban governments  may  be  expected  to  respond  quite  naturally  to 
the  desires  of  their  inhabitants  to  preserve  the  low-density,  open 
character  of  suburban  residential  areas.  They  can  do  this,  within 
limits,  by  zoning  under  present  local  powers  so  as  to  confine 
residential  growth  to  high-income  families  who  can  afford  lots 
of  one,  two,  or  three  acres  or  even  more.  These  local  zoning 
powers,  while  scarcely  more  than  forty  years  old,  have  become 
among  the  most  cherished  of  local  rights  and  are  likely  to  be  de- 
fended with  vigor  by  local  governments.  It  is  appropriate  to  ask 
whether  the  states  or  the  courts  will  long  support  the  exercise  of 
a  local  power  in  such  a  way  as  to  seriously  inhibit  the  opportuni- 
ties for  suburban  homes  of  the  next  fifty  million  Americans.  Yet 
if  present  trends  continue,  the  effect  of  local  zoning  may  be  to 
ring  metropolitan  centers  with  a  band  of  suburbs  five  to  fifteen 
miles  deep  zoned  so  as  to  admit  only  those  who  can  afford 
$25,000,  $30,000  and  $40,000  houses,  thus  compelling  the  newly 
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formed  families  of  the  metropolis  and  even  the  second  genera- 
tion of  suburbanites  to  go  out  fifteen  or  more  miles  into 
the  country  to  find  a  place  for  modest  homes. 

Will  American  metropolitan  areas  continue  under  the  present 
multiplicity  of  local  governments?  What  price  will  they  have  to 
pay  to  continue  this  localism?  There  is  no  question  that  the  pref- 
erences of  most  suburbanites  are  overwhelmingly  for  their  pres- 
ent systems  of  government  if  they  can  continue  to  afford  them. 
If  the  price  is  too  high,  however,  the  residents  of  metropolitan 
areas  may  sacrifice  some  of  their  preferences. 

If  present  trends  continue  we  may  expect  that  city-county 
consolidation,  annexation,  and  limited  forms  of  federation  may 
resolve  many  of  the  problems  of  metropolitan  services  in  some 
of  the  smaller  metropolitan  areas.  In  the  larger  metropolitan 
areas,  however,  those  that  shape  the  economic  and  cultural 
character  of  our  nation,  the  prospects  are  very  unclear. 

If,  in  the  next  ten  or  twenty  years,  the  population  increase  in 
metropolitan  areas  is  as  great  as  forecasts  indicate,  the  question 
is  whether  attachments  to  the  local  autonomy  of  the  small  unit  of 
local  government  and  to  the  benefits  that  derive  from  differential 
levels  of  services  in  the  same  area  can  persist  in  the  face  of 
mounting  costs.  It  may  be  that  one  of  the  real  economies  in 
housing,  for  example,  can  come  from  land  planning  develop- 
ments of  such  magnitude  that  single  developments  will  be  larger 
than  any  one  political  jurisdiction.  Economies  in  governmental 
operations,  such  as  code  enforcement,  may  be  possible  through 
technological  change  in  data-processing  methods  if  they  are 
employed  on  a  metropolitan  basis. 

If  the  costs  of  maintaining  separate  political  jurisdictions  in  the 
housing  market,  and  for  any  number  of  other  private  and  public 
activities,  begin  to  outweigh  the  benefits,  business,  civic,  and 
even  political  leaders  may  unite  in  efforts  to  reorganize  local 
government  in  metropolitan  areas.  The  great  danger  is  that  the 
cause  of  structural  change  may  blind  these  leaders  to  the  prob- 
lems that  are  not  organizational  in  nature — they  may  be 
economic  or  social — and  that  will  exist  despite  changes  in  struc- 
ture. 


Chapter  18 
OPPORTUNITIES 


If  urban  communities  and  their  housing  are  to  be  made  more 
efficient,  satisfying,  and  attractive,  the  business,  civic,  and  gov- 
ernmental leaders  of  America  must  act  to  improve  the  market 
system  in  housing  and  community  development.  This  task  is 
not  easy  for  there  is  no  single  step  or  even  a  simple  pattern  of 
steps  to  overcome  the  frictions  in  the  system. 

Any  dramatic  increase  in  the  effective  demand  for  new  and 
improved  housing  requires  marked  changes  in  consumer  be- 
havior. Yet  one  of  the  best  ways  to  alter  consumer  expectations 
and  expenditures  is  to  change  producer  behavior.  When  offered 
a  demonstrably  better  product  through  improved  manufactur- 
ing and  merchandising,  most  consumers  are  likely  to  be  more 
generous  with  their  housing  dollars.  However,  the  builder,  the 
architect,  and  the  manufacturer — who  with  others  produce  hous- 
ing— are  not  completely  free  to  woo  consumers.  Their  decisions 
depend  upon  decisions  made  by  the  investor,  the  capital  supplier, 
local  government  through  its  building  codes  and  subdivision 
regulations,  and  the  Federal  government  through  its  credit  regu- 
lations. For  their  part,  the  investor  and  lender  will  not  under- 
write heavy  investments  in  new  designs,  building  processes,  ma- 
terials, and  research  without  assurances  of  steady  growth  in  resi- 
dential construction,  assurances  which  in  the  presently  mixed 
economy  of  housing  depend  upon  consistent  public  policy. 

The  pattern  of  steps  to  improve  the  market  system  comes  to 
full  circle  with  the  expectation  of  the  producer,  the  consumer, 
and  the  investor  that  their  commitments  to  the  future  will  be 
matched  by  the  community's  commitments.  They  look  to  local 
government — and  to  some  extent  to  state  government — to  re- 
cast the  urban  environment  for  housing  in  a  more  livable,  effi- 
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cient,  and  pleasing  form.  More  satisfactory  housing  will  de- 
pend as  much  on  the  willingness  of  the  governmental  leaders  of 
America's  urban  communities  to  provide  schools  and  other  pub- 
lic facilities  or  to  enforce  housing  codes  as  it  will  on  changes  in 
the  housing  industry  itself. 

Because  of  the  interrelations  of  possible  policies  and  programs, 
this  chapter  suggests  four  broad  areas  for  future  attention  by 
those  who  make  decisions  for  housing  and  community  develop- 
ment. These  are  first,  the  resources  needed  for  urban  investment; 
second,  programming  for  housing  and  renewal  activities;  third, 
knowledge  for  housing  and  renewal  decisions;  and  fourth,  a  new 
diversity  and  experimentation  in  urban  development  and  housing 
offerings.  These  are  not  responsibilities  which  can  be  readily  as- 
signed to  any  one  group.  They  do  not  belong  to  only  one  level 
of  government;  nor  are  they  matters  for  public  decision  alone. 
Each  of  the  groups  identified  as  major  participants  in  housing 
and  community  decisions — the  producer,  the  investor,  the  con- 
sumer, the  Federal  government,  and  the  community — must  be 
willing  to  explore  separately  and  together  those  actions  which  will 
provide  better  housing  in  better  communities. 

Resources  for  Urban  Investment 

Civic  leaders  can  accomplish  much  more  than  at  present 
simply  by  pursuing  present  stated  renewal  objectives  with  more 
vigor.  But  they  cannot  accomplish  enough  to  renew  entire  met- 
ropolitan areas  unless  they  as  businessmen  and  public  officials  are 
ready  to  make  a  tremendous  new  investment  in  plant  and  serv- 
ices. They  cannot  be  expected  to  do  so  unless  the  consumer  is 
ready  to  pay  by  means  of  increased  personal  expenditures  and 
taxes. 

The  renewal  of  American  cities  is  a  gigantic  economic  task  be- 
cause it  entails  rebuilding  or  new  building  for  almost  every  as- 
pect of  urban  life  and  for  more  than  half  of  the  popula- 
tion. There  is  much  room  for  debate  as  to  the  standard  of  re- 
newal the  people  of  each  area  can  afford.  What  level  of  expendi- 
ture is  possible,  for  example,  for  the  repair  and  maintenance  of 
existing  buildings  as  against  investment  in  new  houses,  stores,  fac- 
tories, and  community  facilities? 


OPPORTUNITIES       3  3  I 

No  one  can  say  exactly  how  much  investment  in  urban  re- 
newal will  eventually  be  required  to  achieve  an  efficient  and 
attractive  urban  environment.  Tastes  and  aspirations  keep  chang- 
ing; so  do  levels  of  prices;  so  do  urban  problems  or  at  least 
the  perceptions  of  them.  Although  it  seems  clear  that  modest 
standards  of  improvement  and  new  development  are  managea- 
ble within  current  and  future  economic  capacity,  there  will 
nonetheless  have  to  be  substantial  increases  in  the  proportion  of 
the  annual  output  that  goes  to  capital  investment,  both  public 
and  private,  and  a  correspondingly  lower  rate  of  growth  for 
other  forms  of  expenditure,  if  a  national  goal  of  a  greatly  supe- 
rior urban  environment  is  to  be  achieved  in  a  generation. 

The  achievement  of  such  a  goal  will  call  for  a  high  level  of 
investment  in  new  housing.  In  addition  to  homes  for  new  fam- 
ilies, dwellings  that  are  now  substandard  and  those  that  will  be 
demolished  or  become  deteriorated  in  the  next  ten  to  twenty  years 
will  require  replacement.  While  they  are  being  replaced,  new 
demands  will  have  accumulated.  If  deteriorated  dwellings  are  to 
be  removed  within  a  generation,  as  many  as  a  million  new  dwell- 
ings a  year  may  have  to  be  built  just  to  replace  them. 

Furthermore,  an  expanding  economy  should  provide  a  reason- 
able number  of  vacant  units  to  give  families  more  choice  in  the 
market.  It  should  also  permit  the  undoubling  of  a  million 
families,  permit  some  of  the  millions  of  single-  and  two-person 
families  that  do  not  now  occupy  their  own  dwellings  to  have 
separate  housing  accommodations,  and  provide  larger  homes  for 
a  million  or  so  families  that  appear  to  be  overcrowded  at  pres- 
ent. Moreover,  if  American  families  continue  to  desert  older, 
more  crowded  areas  of  central  cities  for  suburban  areas  with 
lower  densities,  market  forces  could  produce  additional  new  de- 
mands not  foreseen  by  purely  arithmetic  summations  of  hous- 
ing requirements. 

But  housing  is  only  part  of  urban  renewal.  Another  part  is  a 
higher  level  of  replacement  of  stores,  factories,  and  other  indus- 
trial and  commercial  buildings,  and  of  a  wide  range  of  commun- 
ity facilities.  It  is  here  that  the  gravest  problems  exist.  Years  of 
depression  and  war  created  large  backlogs  for  schools,  highways, 
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sewer,  water,  health,  and  recreation  facilities  which  the  postwar 
population  boom  increased  tremendously.  When  these  capital 
sums  are  totaled  they  suggest  large  increases  in  public  invest- 
ments for  community  facilities. 

The  report  of  the  Rockefeller  Brothers  Fund  in  1958,  The  Chal- 
lenge to  America:  Its  Economic  and  Social  Aspects,  states  that 
current  expenditures  for  public  works  of  $9.5  billion  per  year 
should  be  at  least  doubled  to  $20  billion  per  year  during  the  next 
decade,  and  that  it  would  be  advantageous  if  the  total  rate  were 
to  be  tripled  to  $27  billion  per  year.  When  these  expenditures 
are  coupled  with  requirements  for  new  residential  construction 
ranging  from  $15  to  $30  billion  per  year,  for  new  private  non- 
residential  investment  of  $30  to  $60  billion  per  year,  and  for 
residential  rehabilitation  expenditures  of  $8  to  $16  billion  per 
year,  some  idea  is  gained  of  the  total  magnitude  of  the  invest- 
ment. 

In  a  more  recent  analysis  of  renewal  and  development  cost, 
Capital  Requirements  for  Urban  Development  and  Renewal, 
published  in  this  series  of  books,  John  W.  Dyckman  and  Reginald 
R.  Isaacs  estimate  the  capital  requirements  for  a  sample  Ameri- 
can city  and  its  environs,  and  reach  a  total  investment  figure  of 
$2,374.1  million.  When  they  project  their  model  for  all  met- 
ropolitan areas  and  urban  places  in  the  country,  they  reach  a  na- 
tional figure  of  over  a  trillion  dollars.  Dyckman  and  Isaacs  rest 
their  estimates  on  three  arbitrary  considerations:  (i)  The  time 
period  is  set  at  twelve  years,  although  they  do  not  believe  the 
job  can  necessarily  be  accomplished  within  that  short  a  time. 
(2)  The  definition  for  urban  renewal  which  they  use  is  one 
formulated  by  ACTION  in  1954:  "The  total  of  all  public  and 
private  actions  which  must  be  taken  to  provide  for  the  continu- 
ous sound  maintenance  and  development  of  urban  areas."  This 
program  is  broader,  they  believe,  than  any  that  is  likely  to  be 
adopted  by  conscious  public  decision.  And  (3)  they  base  their 
cost  figures  on  "modest"  standards.  That  is,  "safety  and  comfort 
in  housing,  highways,  and  public  places,  and  availability  of  full 
utilities  and  community  facilities,  including  police,  fire,  and 
health  protection.  .  .  .  All  slums  would  be  cleared  and  all  exist- 
ing structures  would  be  replaced,  renovated  or  repaired,  and  all 
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new    structures    maintained   in   standard    condition"    over    the 
twelve-year  period. 

The  specific  questions  Dyckman  and  Isaacs  set  themselves  to 
answer  are:  What  would  the  investment  bill  be  for  a  fairly 
typical  central  city  and  metropolitan  area  with  a  population  of 
around  250,000  for  the  city  and  300,000  for  the  metropolitan 
area,  and  what  would  it  amount  to  if  all  American  cities  were  re- 
newed at  the  same  level  of  standards  as  those  set  for  the  "case 
city"?  Can  we  muster  this  investment,  and  if  so  what  may  be 
the  repercussions  on  the  national  economy?  The  accompany- 
ing table  shows  how  they  arrive  at  their  investment  bill  for  the 
case  city.  The  total  assumes  a  ratio  of  7  to  i  of  private  spending  to 
public  spending.  It  should  be  noted  that  their  figures  include  all 
"normal"  public  and  private  investments  and  maintenance  costs, 
plus  those  required  for  anticipated  population  growth,  plus  those 
required  for  renewal,  and  would  require  an  investment  or  expendi- 
ture rate  20  to  25  per  cent  above  that  currently  being  made. 

TABLE  11.      TOTAL  12-YEAR  TREATMENT  AND  MAINTENANCE  COSTS,  CASE 
CITY,  SUBURBS  AND  METROPOLITAN  AREA  (in  millions  of  1958  dollars) 


Facility 

Case  city 

Suburbs 

Metropolitan 
area 

Residence  

$381.3 

$515.4 

$896.7 

Industry                     

282.4 

396.3 

678.7 

Commerce 

233.4 

182.5 

415.9 

Education,  public  and 
private  
Park  and  open  space  

46.1 
26.3 

72.4 
37.1 

118.5 
63.4 

All  other  

80.5 

120.4 

200,9 

Total  

$1,050.0 

$1,324.1 

$2,374.1 

The  following  table  is  an  extrapolation  of  the  case  city  estimates 
to  provide  an  estimate  of  total  urban  renewal  requirements  for  all 
the  country's  cities. 

The  total  cost  of  urban  renewal  in  the  case  city  area — ap- 
proximately $600  per  person  per  year — appears  to  be  within 
grasp  because  the  net  addition  to  property  values  would  be 
great  enough  to  permit  the  financing  of  public  improvements 
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TABLE  12.  ESTIMATED  EXPENDITURE  REQUIREMENTS  FOR  12-YEAR  PERIOD, 

TOTAL  RENEWAL  OF  AMERICAN  CITIES 

(in  billions  of  1958  dollars) 


Average  annual 
expenditures 

Total, 
12-year  period 

Metropolitan  areas0  
All  urban  places6 

$  65 
110 

$    800 
1,300 

0  An  urbanized  county  or  group  of  counties  with  a  central  city  of  at  least 
50,000  persons. 

6  All  places  with  population  of  2,500  or  more. 

with  a  somewhat  reduced  over-all  effective  tax  rate.  The  addi- 
tional investment  in  property  would  almost  equal  the  present 
investment  in  real  estate,  adding  to  property  rolls  at  the  rate  of 
6  per  cent  per  year.  Success  of  such  a  renewal  program  would  de- 
pend on  the  magnitude  of  incentives  offered  to  private  enter- 
prise for  investment. 

The  alternatives  for  stimulating  this  level  of  investment  in 
cities  and  suburbs  are  more  sharply  drawn  when  viewed  from 
different  points  of  national  economic  policy.  Supposing  the  case 
city's  modest  renewal  standards  were  extended  throughout  the 
country  on  the  basis  of  the  same  timetable,  and  assuming  a  3  per 
cent  a  year  growth  rate  for  the  national  economy,  could  such 
standards  be  met  without  curtailing  the  discretionary  spending 
power  of  consumers?  Or  would  they  become  possible  only  if  the 
Federal  government  is  able  to  cut  down  its  domestic  agricultural 
costs  and  its  military  and  foreign  aid  programs?  Can  they  be  met 
at  all  with  so  modest  a  growth  rate? 

There  are  a  number  of  ways  of  planning  to  meet  future  spend- 
ing targets.  One  way  is  to  calculate  probable  future  product, 
under  .certain  growth  assumptions,  and  then  to  divide  this  prod- 
uct into  various  objects  of  expenditure.  Another  is  to  assume 
constant  shares  for  the  various  recipients  of  income  and  objects 
of  expenditure,  and  to  plan  for  the  growth  anticipated  to  meet 
targets  under  this  set  of  assumptions.  But  since  in  a  dy- 
namic economy  shifts  in  allocation  have  effects  on  the  total  out- 
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put  achieved,  some  mixture  of  these  approaches  is  most  often 
used. 

A  contrasting  emphasis  may  be  observed  between  the  Dyck- 
man-Isaacs  book  and  the  Rockefeller  Brothers  Fund  report  in  this 
matter.  The  former  takes  a  conservative  model  for  purposes  of 
illustrating  renewal  prospects.  The  conservative  model  embodies 
the  judgments  that  a  gross  private  investment  rate  of  1 5  per  cent  of 
Gross  National  Product  (GNP),  such  as  was  reached  in  1959,  is 
slightly  higher  than  can  be  maintained  over  a  twelve-year  pull; 
that  government  expenditure  over  the  same  period  should  not  rise 
as  a  share  of  all  spending,  but  should  settle  down  at  about  20  per 
cent  of  GNP;  and  that  a  growth  rate  of  3  per  cent  per  annum  in 
real  national  product  is  consistent  with  these  judgments.  The 
arithmetic  suggests  that  the  spending  levels  are  not  beyond  reach, 
even  in  a  twelve-year  period,  but  that  they  could  be  attained  only 
at  the  expense  of  other  programs,  and  after  substantial  changes  in 
consumer  preferences,  political  choices,  and  investment  opportuni- 
ties, and  after  subsequent  reallocations. 

The  Rockefeller  Brothers  Fund  report,  on  the  other  hand, 
emphasizes  the  need  for  higher  growth  rates  if  such  welfare 
targets  as  urban  renewal  and  improved  collective  services  are 
to  be  achieved.  It  rules  out  certain  reallocations  (such  as  reduced 
arms  spending),  and  accepts  a  higher  rate  of  government  par- 
ticipation in  national  product  and  higher  total  (public  plus  pri- 
vate) investment  in  order  to  achieve  a  4  to  5  per  cent  growth 
rate.  There  is  no  disagreement  between  the  various  approaches 
on  the  possibility  of  making  vast  sums  available  for  renewal  out 
of  the  difference  between  the  "high  growth"  and  "low  growth" 
models,  whatever  the  difference  in  view  of  the  reasonableness  of 
high  or  low  growth  expectations.  The  annual  difference  in  out- 
put between  the  3  per  cent  growth  model  and  the  5  per  cent 
growth  model  amounts  to  $140  billion  by  1967  and  almost  $50 
billion  per  year  more  than  that  by  1970.  The  total  renewal  bill, 
which  includes  most  of  the  ongoing  investment  in  physical 
facilities,  could  be  met  out  of  the  difference  between  the  high 
and  low  growth  projections  in  this  period. 

But  even  with  more  moderate  growth  assumptions,  renewal 
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targets  are  not  beyond  reach  if  certain  reallocations  are  made  in 
the  economy.  Dyckman  and  Isaacs  point  out  that  a  crash  de- 
velopment program,  in  which  consumption  is  held  down  and 
investment  maintained  at  a  high  level,  would  produce  the  re- 
quired outcome  even  from  lower  growth  totals.  But  they  ques- 
tion the  ability  to  attract  this  investment  from  private  sources 
in  such  a  growth  context.  The  Rockefeller  Brothers  Fund  report 
assumes  the  necessity  for  government  action  to  bring  about  not 
only  the  needed  expenditures  but  growth  itself.  In  this  report, 
the  governmental  renewal  contribution  is  increased  from  $700 
million  per  year  in  1957  to  $7  billion  per  year  in  1967,  or  1,000 
per  cent,  in  the  high  (5  per  cent)  growth  model.  Such  invest- 
ment is  expected  to  act  to  employ  resources  more  fully,  and 
through  its  multiplier  effect,  to  swell  total  income.  Thus  renewal 
is  made  part  of  a  more  massive  government  effort  to  speed 
growth  than  we  have  yet  seen  in  America. 

The  sheer  arithmetic  of  economic  growth,  then,  provides 
the  possibility  for  achieving  comprehensive  city  rebuilding  in  a 
single  generation  if  the  economic  incentives  can  be  created,  or 
if  we  are  willing  to  allow  the  economy  to  be  "forced."  In  either 
event,  however,  we  may  expect  that  the  programs  for  achieving 
this  ambitious  reconstruction  will  place  severe  strains  on  exist- 
ing institutions  and  ways  of  doing  business. 

The  economy  is  not  depression-proof,  but  it  is  less  depression- 
prone  than  ever  before  in  this  country's  history.  The  fear  of  de- 
pression may  not  have  lifted  sufficiently  from  the  housing  in- 
dustry for  producers  to  mechanize  persistently.  Nevertheless, 
we  have  achieved  a  state  of  confidence  where  consumers  do  not 
curb  their  spending  drastically  in  face  of  dips  in  the  economy, 
nor  have  there  been  snowballing  retrenchments  on  the  slope 
of  downward  trends.  If  international  tensions  ease  and  con- 
fidence in  the  internal  economy  is  sustained,  urban  development 
and  renewal  could  be  a  major  replacement  for  defense  spending. 
It  has  many  of  the  same  attractions  for  business  that  defense  work 
has — there  is  constantly  re-created  demand  and  the  expenditures 
permeate  the  economy  with  an  extraordinary  multiplier  effect. 
Moreover,  it  has  attractions  that  defense  spending  does  not  have; 
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urban  renewal  can  enhance  the  investments  of  businessmen  and 
property  owners  in  built-up  areas  and  protect  the  future  invest- 
ments of  those  in  developing  fringe  areas. 

But  even  if  goals  of  urban  renewal  and  development  are  feasi- 
ble in  terms  of  the  national  economy,  they  must,  nevertheless,  be 
translated  into  specific  local  programs  before  they  can  have  more 
than  hypothetical  meaning. 

Programming  for  Housing  and  Renewal  Activities 

Urban  renewal  programs  must  set  specific  conditions  to  pro- 
duce effective  private  action,  because  in  the  long  run  they  can- 
not succeed  if  they  involve  uneconomic  or  personally  unre- 
warding investments.  To  be  politically  attainable,  they  must  also 
ensure  that  the  public  expenditures  necessary  for  urban  re- 
newal are  advantageous  to  many  or  most  groups  within  the  com- 
munity and  come  within  the  resources  which  elected  officials  are 
willing  to  provide.  Furthermore,  public  urban  renewal  expendi- 
tures are  expected  generally  to  improve  or  establish  some  mini- 
mum level  of  social  welfare  for  the  community. 

Recognizing  these  requirements,  a  wide  range  of  means  are 
available  for  urban  renewal  programs.  These  include  the  normal 
investments  private  investors  make  in  new  construction  in  the 
community  and  such  additional  investments  as  can  be  induced  by 
community  pride  and  stimulated  by  public  investments.  Another 
equally  important  means  is  the  maintenance  and  repair  of  all 
types  of  property  by  their  owners.  If  owners  are  induced  or  per- 
suaded to  maintain  properties  in  good  condition,  to  modernize 
as  promptly  as  markets  permit,  to  remodel  structures  to  meet 
changing  demands  and  changing  neighborhood  circumstances, 
the  private  side  of  the  economy  will  carry  a  very  large  share 
of  urban  renewal. 

So  far,  most  cities  have  merely  been  dabbling  in  housing  and 
renewal  activities.  Occasional  projects  here  and  there  have  failed 
miserably  in  the  attempt  to  make  cities  less  dreary  and  more  con- 
venient. Dramatic  exceptions  in  a  few  cities  demonstrate  that  if 
the  quantitative  and  qualitative  levels  of  housing  and  community 
development  are  to  improve,  community  leaders  and  officials 
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must  concentrate  their  efforts  on  realizable  objectives,  specifying 
what  they  want  to  accomplish  and  within  what  time  periods. 
And  they  must  marshall  the  necessary  resources  to  set  about  ob- 
taining these  objectives.  Machinery  must  be  put  into  working 
order  whereby  alternative  community  renewal  objectives  may 
be  brought  to  public  attention,  may  be  clarified  through  public 
discussion,  and  implemented  through  private  and  public  action. 

The  organizational  machinery  for  planning  and  program- 
ming already  exists  in  many  communities.  Its  components  are  a 
community-planning  agency,  a  renewal  agency,  provisions  for 
coordination,  and  a  broadly  representative  citizen  organization. 

This  organizational  structure  may  seem  cumbersome  for  the 
smallest  communities,  but  it  is  not  for  the  large  ones.  The  task  of 
coordinated  renewal  requires  both  a  division  of  labor  and  mul- 
tiple opportunities  for  public  debate.  Each  group  in  the  com- 
munity will  be  affected  by  urban  renewal;  each  has  its  own  ends 
and  interests  which  it  seeks  for  itself  and  often  seeks  to  impose 
on  the  community. 

Programming  involves  an  analysis  of  what  public  and  private 
resources  will  be  available  this  year  and  in  each  of  a  series  of 
following  years  to  move  toward  stated  objectives.  Here  private 
resources  and  potentialities  become  of  critical  importance.  The 
estimated  volume  of  new  private  investments  in  homes,  fac- 
tories, and  stores  is  one  of  the  most  important  limiting  factors. 
It  will  do  a  community  little  good  to  clear  an  area  on  the  outskirts 
of  the  central  business  district  for  new  buildings  if  there  is 
unlikely  to  be  a  demand  for  them  and  private  investors  will  be 
unwilling  to  invest  in  such  structures.  A  renewal  program  which 
contemplates  the  demolition  of  500  homes  a  year  will  grind  to  a 
halt  someday  unless  someone,  somewhere,  is  actually  making  avail- 
able 500  homes  a  year  to  rehouse  the  displaced  families  at  prices  or 
rents  and  in  locations  meeting  their  requirements.  Similarly,  the 
programming  process  must  take  account  of  the  availability  of 
public  capital  resources. 

The  main  policy  question  is  what  set  of  public  actions  will 
evoke  the  largest  possible  amount  of  private  investment  and 
maintenance  activity?  Some  early  urban  renewal  programs 
undertook  to  clear  the  worst  slum  areas  in  the  city  first.  This 
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action  was  justified  upon  the  grounds  that  since  these  areas  were 
in  the  worst  possible  condition  they  should  be  the  ones  to  be 
cleared  and  replaced  first.  In  some  communities,  however, 
these  cleared  slum  sites  proved  to  be  unmarketable  for  years. 
Private  investors  did  not  want  them  for  housing  or  for  any  other 
purposes.  Moreover,  when  there  was  an  insufficient  supply  of 
housing  for  relocation,  the  effect  of  the  displacement  of  popu- 
lation from  clearance  sites  was  often  to  force  the  migration  of 
slum  families  into  other  areas,  thus  accelerating  their  overcrowd- 
ing and  deterioration.  Here  one  of  the  unanticipated  con- 
sequences of  urban  renewal  has  been  to  increase  slum  areas 
rather  than  to  reduce  them. 

In  other  communities  code  enforcement  efforts  have  been 
initiated  on  a  demonstration  basis  in  slums  that  were  fit  only 
for  clearance.  Too  often,  a  seemingly  successful  code  enforce- 
ment program  has  been  unable  to  resist  the  deteriorating  in- 
fluences imposed  by  the  surrounding  environment.  As  a  con- 
sequence, a  few  years  after  the  completion  of  the  demonstra- 
tion program  the  areas  have  reverted  to  something  approximat- 
ing their  former  status.  In  one  community  the  worst  slum  area, 
as  measured  by  the  American  Public  Health  Association's  rating 
scale,  proved  to  be  one  in  which  a  rehabilitation  and  code 
enforcement  program  had  been  conducted  a  few  years  earlier. 

These  comments  should  not  be  taken  to  indicate  that  urban 
renewal  to  date  has  been  generally  unsuccessful.  But  they  are 
intended  to  suggest  the  importance  of  systematic  analyses  of 
successes  and  failures  in  urban  renewal.  These  analyses  should 
be  undertaken  locally  and  nationally  before  vast  new  expen- 
ditures are  made. 

The  programming  process  now  provided  for  by  the  Federal 
government  in  subsidies  for  Community  Renewal  Programs  is  a 
means  for  balancing  requirements  against  resources.  If  the  pro- 
gramming process  is  to  succeed,  localities  will  require  competent 
personnel  and  sufficient  information  on  which  to  make  public 
decisions.  Even  more  important  is  a  political  climate  in  which  it 
is  possible  to  reach  agreement  on  objectives  for  urban  renewal 
and  development.  These  objectives  may  lead  to  lesser  or  to  greater 
public  expenditures. 
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Every  community  is  constantly  replacing  old  plant  with 
new  houses,  new  businesses,  new  schools,  new  incinerators,  new 
office  buildings;  every  community  is  constantly  converting  its 
land  to  different  uses  and  patterns.  If  only  these  normal  public 
and  private  expenditures  and  changes  can  be  directed  toward 
specific,  agreed-upon  renewal  goals,  instead  of  being  dissipated, 
the  total  effect  will  surpass  any  renewal  achievements  yet  experi- 
enced. No  city  has  a  level  of  programming  and  political  agreement 
which  can  orchestrate  the  related  public  and  private  actions. 

Federal  activities  themselves,  in  housing  and  urban  renewal, 
often  nullify  or  jeopardize  each  other's  effects.  Federal  agencies 
often  compete  with  local  ones  for  scarce  professional  personnel. 
Because  of  the  identification  of  particular  housing  and  renewal 
programs  with  particular  interest  groups,  even  a  Cabinet  post 
for  housing  and  urban  affairs  would  not  automatically  result  in 
the  elimination  of  actions  at  cross-purposes  to  each  other,  nor  in 
a  democracy  should  it  be  expected  to  do  so. 

Knowledge  for  Housing  and  Renewal  Decisions 

Among  the  potential  achievements,  however,  of  a  Cabinet  post 
for  housing  and  urban  affairs  is  a  research  program  to  provide 
more  penetrating  knowledge  of  urban  requirements  and  op- 
portunities. At  a  time  when  research  activities  are  expanding  for 
almost  every  other  type  of  endeavor,  research  in  housing  and 
urban  renewal  is  scanty  and  scarce.  More  research  on  drugs  is  be- 
ing conducted  by  individual  drug  firms  today  than  the  total  of 
private  and  public  research  on  drugs  ten  years  ago.  Yet  almost 
universally  cities  are  unable  to  record  even  the  basic  changes 
taking  place  within  their  boundaries,  let  alone  analyze  subtle  re- 
lationships within  and  among  the  forces  influencing  change.  In- 
dividual housing  firms  can  do  little  more  than  sporadic  materials 
research.  Research  funds  in  such  national  agencies  as  the  Hous- 
ing and  Home  Finance  Agency  are  almost  nonexistent.  For  ex- 
ample, in  1960  the  HHFA  spent  only  $15,000  for  research  while 
all  other  parts  of  the  Federal  government  spent  more  than  $7  bil- 
lion for  research  and  development. 

Without  sound  market  information  on  consumer  behavior  and 
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attitudes,  producers,  investors,  and  government  officials  are  grop- 
ing in  the  dark.  Without  large-scale  efforts  to  test  new  systems  of 
building,  only  minor  technological  improvements  are  taking 
place.  Without  an  understanding  of  the  normal  processes  of 
urban  growth  and  change,  intelligently  directed  change  is  impos- 
sible. Practical  information  is  as  necessary  as  basic  information; 
knowledge  of  an  intensely  local  nature  is  as  necessary  as  knowl- 
edge of  typical,  widespread,  and  national  problems.  Local  gov- 
ernments and  organized  private  groups  have  a  major  responsibil- 
ity in  providing  information  on  which  to  base  public  and  private 
decisions.  Since  the  concerned  groups  are  so  diverse,  research 
should  not  be  left  only  to  Federal  initiative. 

Other  undertakings,  like  a  continuing  national  housing  market 
analysis,  should  be  cooperatively  supported  by  government, 
business,  and  labor.  Not  only  does  such  an  analysis  require 
the  collation  of  quantities  of  data  from  many  public  and 
private  sources,  but  its  findings  must  be  communicated  at  regu- 
lar intervals  to  a  wide  range  of  public  and  private  users — to  pro- 
ducers, financial  institutions,  government  officials,  and  con- 
sumers. 

The  cost  of  broadening  the  base  of  knowledge  and  making  it 
widely  available  will  be  only  a  small  fraction  of  the  cost  of  lost 
opportunities  and  dissipated  resources  if  research  is  neglected. 

Diversity  and  Experiment  in  Housing  and  Renewal 

The  consumer  can  be  neither  sovereign  nor  hopeful  in  a 
housing  and  renewal  market  where  the  same  products  are  turned 
out  with  dreary  monotony.  If  America  suffers  from  conformity 
in  the  behavior  of  its  people,  as  its  critics  maintain,  it  suffers  more 
from  conformity  in  its  urban  offerings.  In  the  housing  market, 
dwellings  are  built  almost  exclusively  for  the  mythical  average 
family  of  a  father,  mother,  and  two  or  three  small  children.  The 
nontypical  families  of  the  widowed  and  the  divorced,  of  the 
working  mother  and  the  aged,  of  those  with  no  children  and 
those  with  many  children,  of  those  with  relatives  or  those  who 
live  alone,  families  that  crave  privacy  and  families  that  seek 
built-in  services — all  of  these  are  largely  ignored  by  the  build- 
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ing  economy.  Each  nontypical  family  (or  even  each  typical  one 
with  nontypical  tastes)  is  expected  to  be  content  with  stereo- 
typed housing  and  community  facilities  and  services. 

Many  minority  tastes  in  the  commodity  market  have  boosted 
sales  beyond  all  expectations.  Those  for  compact  cars,  hi-fi  sets, 
and  skiing  equipment  are  examples.  In  the  housing  and  commun- 
ity development  market,  minority  preferences  have  been  ig- 
nored. A  major  task  of  public  policy  should  be  the  conscious 
fostering  of  innovations  in  housing  and  community  development 
as  a  means  of  stimulating  a  quest  for  superior  quality  and  a 
greater  range  of  choices.  Diversity  and  experiment  in  the  design 
and  site  planning  of  all  types  of  housing  are  desirable,  as  are 
diversity  and  experiment  in  community  facilities  and  services,  in 
density  arrangements,  in  traffic  solutions,  and  in  community 
appearance. 

Questioning,  innovating,  trying  out  alternatives,  experimenting 
— these  are  the  means  by  which  communities  discover  the  diverse 
requirements  of  their  people.  Small  communities  cannot  easily 
make  large  capital  experiments.  They  cannot  with  impunity 
scrap  existing  investments  in  school  plant,  for  example,  and  teach 
everyone  at  home  via  television.  But  they  can  easily  make  ad- 
ministrative or  design  experiments.  Even  the  large  community 
might  be  unwise  to  adopt  an  experimental  program  at  full- 
scale  when  testing  more  than  one  idea  may  be  indicated. 

Indeed,  it  is  imperative  to  avoid  an  all-or-none,  sink-or- 
swim  set  of  public  policies.  We  ought  to  re-examine  the  sweep- 
ing policies  already  instituted;  for  example,  the  ways  of  provid- 
ing housing  to  low-income  and  other  minority  groups.  Even 
under  the  most  optimistic  assumptions  about  the  national  econ- 
omy, certain  groups  will  continue  to  be  disfranchised  in  the 
housing  market.  Some  people,  because  of  their  physical  and 
other  disabilities,  because  of  circumstances  leading  to  their  un- 
employment or  underemployment,  because  of  disruption  of  their 
families  by  death  or  other  circumstances,  will  not  be  able  to 
compete  for  decent  housing.  Rent  subsidies,  often  proposed  as  a 
means  of  providing  housing  for  people  like  these,  have  been  at- 
tacked many  times  as  a  way  of  subsidizing  slums.  But  why  not 
try  out  the  idea  in  a  community  where  new  housing  is  being 
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produced  at  a  satisfactory  rate  and  where  a  housing  code  is  being 
rigorously  enforced  with  respect  to  existing  housing? 

Similarly,  we  have  not  seriously  experimented  with  alternative 
methods  of  redeveloping  blighted  areas.  Instead  of  purchasing 
land,  razing  buildings,  and  reselling  or  leasing  the  land  for  reuse, 
we  might  use  taxation  as  a  real  incentive  or  sanction.  For  ex- 
ample, real  property  taxation  might  be  related  to  earning  capac- 
ity in  order  to  penalize  deteriorated  buildings  with  unjustifiably 
high  returns.  Or  the  blighted  areas  might  be  ignored  except  for 
code  enforcement  while  the  community  stimulates  new  de- 
velopment on  land  on  its  outskirts,  thus  encouraging  by  compe- 
tition the  eventual  fall  in  revenue  and  land  costs  of  inner  blighted 
areas  so  that  they  can  be  rebuilt  through  market  forces. 

Among  other  experiments  should  be  ones  for  new  types  of 
dwellings  and  groups  of  dwellings.  We  have  not  made  serious 
and  imaginative  efforts  to  experiment  and  record  experiments 
in  public  policy.  Instead  we  have  seized  and  pursued  a  particular 
policy,  later  modifying  or  repealing  it  or  setting  up  counter- 
vailing policies  to  it.  Citizen  organizations  are  particularly  well 
placed  to  prod  public  agencies  and  officials  into  questioning 
past  procedures. 

In  Conclusion 

This  chapter  has  suggested  four  changes  in  the  housing  and 
community  development  situation  which,  if  they  were  brought 
into  being,  would  help  improve  cities  and  shelter.  These,  and 
other  changes  suggested  throughout  this  book,  need  no  magic,  no 
extraordinary  burst  of  power,  no  Utopian  behavior.  But  each  of 
them  requires  a  series  of  economic  and  organizational  and  atti- 
tudinal  shifts. 

The  suggestions  for  making  the  urban  housing  market  work 
recognize  the  mixed  nature  of  that  market  and  thus  are  often  di- 
rected to  national  and  local  government.  A  caution  about  govern- 
ment is  in  order,  however.  Few  economic  activities  in  the  United 
States  have  become  more  dependent  than  housing  upon  govern- 
mental bulwarking.  While  the  fusion  of  private  and  public  en- 
terprise can  have  beneficial  results,  it  can  also  have  pernicious 
ones.  In  some  aspects  of  housing,  by  what  amounts  to  the  socializa- 
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tion  of  loss,  governmental  policies  have  encouraged  inefficiency. 
Just  as  governmental  action  has  sometimes  encouraged  the  mar- 
ginal producer  in  agriculture,  so  has  it  in  housing. 

The  various  suggestions  to  improve  cities  and  the  supply  and 
production  of  housing  are  based  on  the  premise  that  private  en- 
terprise and  public  effort  must  complement  each  other  to  get 
better  housing  and  to  bring  about  desirable  community  develop- 
ment. Government  in  its  legitimate  concern  for  housing  must 
not  eliminate  competition  as  a  major  means  for  achieving  hous- 
ing welfare. 

Private  enterprise  must  be  encouraged  to  achieve  that  scale  of 
operation,  that  integration  of  functions,  and  that  mechanization 
of  activities  which  will  refute  the  charge  that  housing  is  the  in- 
dustry capitalism  forgot.  Unless  this  happens,  shelter  and  neigh- 
borhood environment  will  continue  to  fall  behind  the  rest  of  the 
American  dream,  despite  increases  in  real  income  and  leisure. 
Housing  must  be  made  competitive  with  other  industries  in  the 
scale  and  rationalization  of  its  production,  its  financing,  and  its 
merchandising  to  the  consumer.  Types  of  accommodations 
must  be  varied;  there  must  be  rental  housing  as  well  as  sales  hous- 
ing, inlying  locations  as  well  as  outlying  locations,  rehabilitated 
and  conserved  units  as  well  as  new  houses. 

At  the  same  time,  all  levels  of  government,  in  helping  make 
the  market  work,  should  provide  those  services  and  controls  that 
private  enterprise  cannot.  Government  should  provide  the  tech- 
nical and  economic  information  and  research  necessary  for  hous- 
ing production  and  improvement — information  which  could  be 
provided  by  no  private  group;  should  protect  the  economy 
against  severe  fluctuations  which  inhibit  housing  activity;  should 
protect  health  and  safety  in  housing  through  codes  and  other 
regulations;  and  should  make  direct  provision  for  those  people 
who  because  of  chronic  economic,  social,  or  physical  incapac- 
ity, disability,  or  discrimination  cannot  compete  successfully  in  the 
housing  market. 

For  thirty  years,  scores  of  organizations  and  special-interest 
groups  have  made  literally  hundreds  of  recommendations  which 
they  sincerely  believed  would  improve  cities  and  the  supply 
and  quality  of  American  housing.  To  these  are  now  added 
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the  suggestions  in  this  book  for  the  kinds  of  action  that  will 
help  the  housing  market  to  work  more  effectively  in  a  mixed 
economy.  But  practical  suggestions  are  not  by  themselves  suf- 
ficient to  obtain  better  housing  in  better  communities.  The 
people  who  can  convert  the  suggestions  into  actions — the  con- 
sumers, the  investors,  the  producers,  the  government  and  political 
officials,  and  the  citizen  leaders — must  first  persuade  themselves 
that  changes  are  desirable  and  feasible  for  them  and  for  the  general 
well-being. 


LEGISLATIVE  NOTE 


On  June  30,  1961,  after  this  book  was  in  press,  President  John 
F.  Kennedy  signed  into  law  the  Housing  Act  of  1961.  Because 
of  the  importance  of  the  act  to  the  subjects  with  which  the  book 
deals,  the  main  provisions  of  the  law  are  summarized  below.  These 
provisions  are  relevant  to  many  parts  of  Housing,  People,  and 
Cities,  but  especially  pp.  70,  71,  74,  161,  194,  195,  202-206,  208, 
209,  211,  213,  221-240,  262-265,  299-301,  311,  and  312. 

Changes  in  FHA  Mortgage  Requirements  for  New 
and  Old  Sales  Houses 

The  terms  under  which  the  Federal  Housing  Administration 
will  insure  home  mortgages  have  been  altered.  The  following 
provisions  apply  to  FHA's  main  program,  Section  203,  but  also 
to  Section  220  and  Section  809. 

Dofum  payments  are  reduced  to  3  per  cent  of  the  first  $15,000 
(instead  of  $13,500)  of  appraised  value,  10  per  cent  of  the  value 
between  $15,000  and  $20,000  (instead  of  between  $13,500  and 
$18,000),  and  25  per  cent  of  the  value  above  $20,000  (instead  of 
30  per  cent  of  the  value  above  $18,000). 

Maximum  mortgage  amounts  are  increased  from  $22,500  to 
$25,000  on  a  one-family  home  mortgage  and  from  $25,000  to 
$27,500  on  a  two-family  home  mortgage. 

Maximum  mortgage  duration  is  extended  to  thirty-five  years 
(instead  of  thirty)  for  new  construction,  but  the  thirty-year 
maximum  continues  to  apply  to  mortgages  on  existing  construc- 
tion (houses  more  than  one  year  old).  For  the  buyer  of  a  new 
house,  these  changes  mean  lower  capital  and  monthly  payment 
costs  but  an  increase  in  interest  charges  over  the  life  of  the 
mortgage. 

New  FHA-insured  Improvement  Loans 

FHA  may  insure  home  improvement  and  rehabilitation  loans  of 
up  to  $10,000  per  dwelling  unit,  to  be  repaid  within  twenty  years. 
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When  added  to  other  outstanding  debt  against  the  property,  the 
loan  may  not  exceed  the  limits  of  a  mortgage  which  can  be  insured 
by  FHA.  The  loan  must  have  security  "satisfactory  to  the  [FHA] 
Commissioner"  (in  some  states  this  might  be  a  second  mortgage, 
in  others  non-real-estate  collateral).  To  be  eligible,  properties 
must  either  be  at  least  ten  years  old  or  require  major  structural 
changes  or  corrections  of  defects  which  were  unknown  when  the 
house  was  completed,  or  which  were  caused  by  fire,  flood,  or 
other  casualty.  (FHA  seeks  to  discourage  mere  upgrading  of 
equipment  and  to  encourage  improved  livability  or  conversion  or 
expansion.)  The  interest  rate  is  to  be  set  by  the  Commissioner  but 
may  not  exceed  6  per  cent;  no  discounts  are  allowed. 

Structures  within  urban  renewal  areas  may  qualify  more  easily 
for  loans  than  those  outside.  Within  urban  renewal  areas,  but  not 
elsewhere,  loans  are  available  for  multi-family  structures  (those 
with  at  least  five  families).  In  renewal  areas  total  indebtedness 
can  be  figured  as  the  sum  of  the  estimated  cost  of  repair  and  re- 
habilitation and  the  FHA's  estimate  of  the  value  of  the  property 
before  repair;  elsewhere,  loans  must  be  "economically  sound."  In 
renewal  areas,  defaults  can  be  paid  by  FHA  in  cash;  elsewhere, 
insurance  claims  will  be  paid  in  ten-year  debentures. 

Continuation  of  FHA  Title  I  Property 
Improvement  Program 

This  program  of  property  improvement  loan  insurance  is  ex- 
tended four  years  to  October  i,  1965. 

Expansion  of  FHA  Section  221  to  Apply 
to  Mo  derate -income  Families  Generally 
as  Well  as  to  Displaced  Families 

FHA  Section  221  mortgage  insurance,  formerly  designed  to  aid 
low-income  families  displaced  by  urban  renewal  activities,  has 
been  made  available  on  more  liberal  terms  and  broadened  to  in- 
clude moderate-income  families  as  well  as  low-income  families. 
However,  relocatees  will  receive  more  favorable  terms  than  other 
families.  The  program  for  sales  and  profit-making  rental  housing 
for  moderate-income  families  is  due  to  expire  in  two  years,  and 
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that  for  low-interest  housing  is  on  a  four-year  trial  basis;  no 
termination  is  set  for  the  displaced  families  program. 

The  dollar  limits  on  insurable  mortgages  on  new  and  existing 
sales  housing  have  been  raised.  For  example,  the  limit  for  a  one- 
family  house  in  a  normal-cost  area,  which  was  $9,000,  is  now 
$11,000;  in  a  high-cost  area,  where  it  was  $12,000,  it  is  now 
$15,000.  Two-,  three-,  and  four-family  house  mortgages  are  avail- 
able only  to  displaced  families.  Closing  costs  may  be  included  in 
the  mortgage;  down  payments  for  displaced  families  are  $200  per 
dwelling  unit,  and  for  other  families  are  3  per  cent  of  acquisition 
and  closing  costs.  Mortgages  may  run  for  40  years  for  displaced 
families,  35  years  on  new  housing  for  other  families  (but  this  may 
be  extended  to  40  years  if  FHA  determines  that  the  purchaser  can- 
not afford  the  higher  monthly  payments),  and  30  years  on  existing 
housing  for  other  families. 

The  rental  housing  program  in  Section  2  2 1  is  amended  to  pro- 
vide a  "below  market"  interest  rate  for  new  and  rehabilitated 
housing  of  five  or  more  units.  Long-term  mortgages  at  100  per 
cent  of  estimated  replacement  cost  will  be  available  to  nonprofit 
corporations,  limited  dividend  corporations,  cooperatives,  or 
public  agencies  which  are  not  engaged  exclusively  in  public  hous- 
ing. Interest  rates  cannot  be  lower  than  the  average  market  yield 
of  outstanding  marketable  United  States  obligations.  FHA  may 
reduce  or  eliminate  the  insurance  premium,  and  FNMA  may 
purchase  the  mortgages. 

The  maximum  mortgage  amount  (for  projects  under  profit- 
making  as  well  as  non-profit  sponsorship)  is  to  be  computed  as  a 
function  of  the  number  of  rooms  rather  than  dwelling  units.  The 
effect  of  this  will  be  to  increase  the  loan  limits. 

Other  FHA  Provisions 

Section  233  provides  for  a  new  program  of  insurance  for  ex- 
perimental sales  or  rental  housing;  the  terms  will  be  the  same  as 
under  the  main  sales  and  rental  programs,  except  that  FHA  need 
only  find  the  project  to  be  an  acceptable  risk  rather  than  to  be 
economically  sound. 

Section  234  authorizes  FHA  to  insure  a  mortgage  covering  an 
owned  family  unit  in  a  multi-family  structure  and  an  undivided 
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interest  in  the  common  areas  and  facilities  of  the  structure.  This 
condominium  device  is  restricted  to  structures  that  are  or  have 
been  covered  by  FHA-insured  mortgages  (other  than  cooperative 
housing  mortgages). 

Maximum  amounts  for  FHA-insured  mortgages  for  the  elderly 
are  raised  under  Section  231,  and  required  equities  for  nursing 
homes  are  reduced  from  25  to  10  per  cent  under  Section  232. 

Neiv  Investment  Opportunities  for  Federal  Savings 
and  Loan  Associations 

Federal  Savings  and  Loan  Associations  are  authorized  to  invest 
5  per  cent  of  their  assets  in  each  of  the  following:  ( i )  eighteen- 
month  nonamortized  80  per  cent  loans  (not  exceeding  $35,000), 
to  facilitate  the  financing  of  trade-in  housing;  (2)  thirty-year  90 
per  cent  loans  on  nursing  homes  or  housing  for  the  elderly;  (3) 
the  shares  of  urban  renewal  investment  trusts,  set  up  by  two  or 
more  federally  insured  savings  institutions  (this  enables  several 
institutions  to  supply  the  capital  for  costly  urban  renewal 
projects).  Savings  and  loan  associations  may  also  invest  0.5  per 
cent  of  their  outstanding  loans,  or  $250,000,  whichever  is  smaller, 
in  business  development  credit  corporations. 

Federal  National  Mortgage  Association 

New  authorization  of  $750  million  is  provided  for  FNMA's 
special  assistance  program,  and  $200  million  of  unused  authoriza- 
tion from  the  Housing  Act  of  1958  is  continued.  Another  $140 
million  per  year  for  the  next  four  fiscal  years  will  be  available 
from  the  management  and  liquidation  portfolio. 

For  the  first  time,  FNMA  is  authorized  to  make  80  per  cent, 
one-year  loans  (renewable  for  one  year)  with  FHA  or  VA 
mortgages  as  security.  FNMA  can  also  purchase  insured  loans 
and  mortgages  from  local  public  agencies  under  the  Section  221 
low-interest-rate  rental  housing  program. 

Urban  Renewal 

HHFA  is  authorized  to  grant  $2  billion  for  urban  renewal  in 
addition  to  the  $2  billion  allotted  since  1949;  $25  million  of  this 
may  be  used  for  mass  transportation  demonstrations.  The  Federal 
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share  of  the  write-down  of  land  acquisition  and  clearance  costs 
is  increased  from  two-thirds  to  three-fourths  in  communities  of 
less  than  50,000  population,  or  less  than  150,000  population  in 
economically  distressed  areas.  The  local  non-cash  contribution 
may  include  expenditures  (retroactive  for  seven  years)  by  hospi- 
tals for  land  acquisition  and  clearance  near  urban  renewal  areas, 
just  as  college  expenditures  are  credited  by  the  Housing  Act  of 
1959. 

The  amount  of  renewal  funds  that  may  be  used  for  nonresi- 
dential  projects  is  raised  from  20  to  30  per  cent.  A  $3,000  ceiling 
on  relocation  payments  to  business  is  removed,  and  payments  are 
authorized  for  displaced  nonprofit  organizations.  Displaced  busi- 
nesses are  made  eligible  for  low-interest  loans  from  a  special  $25 
million  fund  of  the  Small  Business  Administration.  Cleared  land 
for  moderate-income  housing  may  be  resold  at  fair  value  (without 
bidding)  to  certain  classes  of  developers. 

Urban  Planning  and  Public  Works  Planning 

The  Federal  share  of  the  "701"  urban  planning  grant  program 
is  raised  from  one-half  to  two-thirds  and  the  authorization  of 
Federal  expenditures  is  raised  from  $20  million  to  $75  million. 
Urban  transportation  planning  is  specifically  made  eligible  for 
planning  assistance  grants. 

To  encourage  comprehensive  planning,  the  HHFA  Adminis- 
trator is  authorized  to  provide  technical  assistance  to  state  and 
local  governments  and  to  make  studies  and  publish  information. 

An  additional  $10  million  (above  the  $48  million  previously 
authorized)  is  allowed  for  advances  for  public  works  planning. 
No  advances  will  be  given  unless  the  proposed  project  conforms 
to  an  over-all  state,  local,  or  regional  plan,  and  will  be  constructed 
within  a  reasonable  time. 

Housing  for  the  Elderly 

As  mentioned  above,  limits  are  raised  on  mortgages  for  the 
elderly  under  FH A's  Section  231. 

HHFA's  Section  202  is  amended  to  authorize  low-interest, 
fifty-year  loans  for  cooperatives,  public  agencies  not  exclusively 
devoted  to  public  housing,  and  nonprofit  organizations  which 
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build  units  for  the  elderly.  Loans  may  be  for  100  per  cent  of  costs 
(previously  98  per  cent),  and  the  loan  authorization  is  increased 
from  $50  million  to  $125  million. 

Public  housing  agencies  now  may  obtain  an  additional  subsidy 
from  the  Public  Housing  Administration  of  up  to  $120  per  year 
for  each  unit  occupied  by  elderly  persons  if  low  rents  threaten 
the  solvency  of  the  project.  They  may  also  spend  $500  more  per 
room  (new  limit,  $3,000)  on  construction  for  the  elderly,  and 
they  are  no  longer  required  to  hold  rents  for  the  elderly  or  for 
relocatees  below  those  in  the  private  market.  (This  will  open 
public  housing  to  some  families  which  hitherto  were  disqualified 
because  their  incomes  were  too  high.) 

Public  Housing 

The  remaining  balance  of  the  $336  million  annual  contribution 
authorized  by  the  Housing  Act  of  1949  is  made  available,  per- 
mitting construction  of  approximately  100,000  additional  public 
housing  units.  Local  housing  agencies  are  given  more  discretion 
in  setting  admission  policies.  They  may  permit  tenants  whose  in- 
come exceeds  the  limit  to  remain  in  public  housing  at  a  higher  rent 
if  private  housing  is  not  available  at  a  price  the  tenants  can  pay. 

The  act  repeals  a  requirement  that  local  housing  agencies  repay 
subsidies  when  projects  are  sold  or  amortized.  The  act  also  au- 
thorizes the  HHFA  Administrator  to  grant  $5  million  for  demon- 
strations of  new  or  improved  means  of  housing  low-income  per- 
sons and  families. 

Open  Space 

Local  and  state  governments  may  obtain  20  per  cent  of  the 
cost  of  acquiring  public  open  space  (30  per  cent  if  this  is  done  on 
a  regional  basis)  under  a  new  $50  million  program  of  Federal 
grants..  The  grants  will  be  made  only  if  comprehensive  planning 
is  being  carried  on  for  the  urban  area,  and  if  the  local  governing 
body  is  preserving  a  maximum  of  open  space  with  a  minimum  of 
cost,  with  devices  such  as  special  tax,  zoning,  and  subdivision 
provisions.  Open  space  acquired  with  Federal  assistance  may  be 
converted  to  other  uses  provided  the  HHFA  Administrator  finds 
that  this  conversion  is  essential  to  the  orderly  development  of  the 


LEGISLATIVE   NOTE      353 

urban  area,  and  that  other  open  space  of  equivalent  value  is  sub- 
stituted. 

Community  Facilities 

The  act  expands  and  liberalizes  the  community  facilities  loan 
program:  the  aggregate  authorization  of  the  revolving  fund  is 
increased  by  $500  million  to  $650  million  of  which  $50  million  is 
designated  for  mass  transportation  loans.  Eligible  borrowers  are 
municipalities,  or  political  subdivisions  such  as  water  and  sewer 
districts,  of  less  than  50,000  population  (or  less  than  150,000  popu- 
lation in  economically  depressed  areas).  The  interest  rate  is  the 
average  of  all  Treasury  obligations,  plus  0.5  per  cent  (except  in 
depressed  area's,  where  it  is  lower).  Also,  the  HHFA  Adminis- 
trator may  permit  communities  with  rapid  population  growth  to 
postpone  for  ten  years  paying  half  the  interest  of  any  public  fa- 
cility loan  when  the  loan  does  not  exceed  half  the  cost  of  the 
project. 

Urban  Mass  Transportation 

The  act  aids  urban  mass  transportation  in  three  ways,  all  of 
which  have  been  mentioned  already: 

Planning  assistance.  Comprehensive  planning  for  mass  transpor- 
tation is  made  specifically  eligible  for  Federal  funds  under  the 
"701"  program. 

Demonstration  grants.  The  urban  renewal  program  provides 
$25  million  for  demonstration  projects  to  improve  mass-transpor- 
tation service  or  reduce  urban  transportation  needs.  The  grants 
cannot  exceed  two- thirds  of  the  project  costs  and  cannot  be  used 
for  major  capital  improvements. 

Loans.  A  sum  of  $50  million  is  authorized  for  low-interest  loans 
to  public  bodies  for  new  transportation  facilities  and  equipment. 
(This  is  a  part  of  the  community  facilities  loan  program,  but 
transportation  loans  are  not  restricted  by  the  size  of  the  com- 
munity population.)  The  loan  authority  expires  in  1963.  No  loan 
may  be  made  unless  a  program  is  developed  for  a  comprehensive 
mass-transportation  system,  and  unless  the  proposed  facilities  or 
equipment  are  required  for  such  a  system. 
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index,  26,  27,  122 
labor,  117,  121 
land,  5,  29,  102 
materials,  141 

Countercyclical  use  of  housing  in- 
dustry, 153,  242,  245-251 
Credit,  153-177,  246-248 

discrimination  against  housing 
industry,  45,  51,  101,  168, 

247 

Federal,  135,  210-241,  243-261 
requirements  for  housing,  1 56 
risks,  175 

(See  also  Risk) 
shortages  in  debtor  regions,  168, 

169 

Debt-to-equity  ratio  (see  Equity 

capital) 

Debt  service,  194,  199,  2 1 1,  228 
Decatur,  Illinois,  309 
Decentralization,  8 
Demand  (see  Consumer,  demand; 

Market;  Rental  housing) 
Demographic  change,  24,  27-29, 

35,  53,  58,  206,  207,  242,  298, 

311,  314,  325,  331,  333,  335 
(See  also  Birth  rate;  Density) 
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Density,  5,  7,  8,  35,  88,  297,  304, 

325»33! 

Department  of  Agriculture,  264 
Department  of  Commerce,  221, 

278 
Department  of  Labor,  220,  221, 

278 

Depreciation,  143,  198,  199 
(See  also  Obsolescence) 
Depression,  the,  15,  20-22,  63,  71, 
129,  198-200,  206,  219-222, 
225,  228,  237,  251,  270 
Design,  innovation,  134,  137,  138 
in  prestige  rehabilitation,  183, 

1 88 

problems,  135,  142,  143 
rental  housing,  187,  209 
Detroit,  316 

Dietz,  Albert  G.  H.,  103 
Direct  Federal  loans,  74,  169,  238, 

248,  256 

Doubling  up,  10,  75,  78,  298 
Dunlop,  John,  123,  126,  129,  132, 

J33 
Dyckman,  John  W.,  332,  333,  335, 

336 
Dymaxion  house,  139 


East  Hills,  Pittsburgh,  137 
Ecology  (see  Environment; 

Neighborhood) 

Economy,  national,  n,  14,  16-20, 
30,  49,  132,  204,  246-248, 
250-252, 336 
booms,  13,  14,  18,  21,  22,  45, 

63,230,247-249,299 
depressions,  18,  21,  199,  200, 

230,  248,  251,  336 
multiplier  effect,  20,  336 
Efficiency,  30,  113,  116-120,  137 
Eisenhower,  Dwight  D.,  232,  234, 

286,  306 
Electrical  codes,  293,  294 

(See  also  Regulatory  devices) 


Eligibility  for  public  housing,  67, 

68,  70,  73,  74,  79,  301,  302 
(See  also  Public  housing) 
Emergency  Fleet  Corporation,  220 
Environment,  5,  6,  9,  28,  60,  84,  87, 
88,    186,    187,    195,   229,   292, 

33 '»  339.  34°.  344 
(See  also  Central  city;  Loca- 
tion, residential;  Neighbor- 
hood; Suburbs) 
Equity  capital,  n,  20,  156-159, 
171,  185,  200,  201,  208-216, 

224»  331*  332 

(See  also  Life  insurance  com- 
panies) 
Equivalent  elimination  of  slums, 

228,  231,  232,  253,  298 
Executive  power,  286 

Family  income,  20,  35,  49 

chart,  5 1 

(See  also  Income) 
Family  size,  57,  58 
Family  subsidies,  67,  71,  72,  228, 

342 

"Fanny  May"  (see  Federal  Na- 
tional Mortgage  Association) 

Federal  Council  of  Churches  of 
Christ  in  America,  277 

Federal  Deposit  Insurance  System, 
219,223 

Federal  government,  169,  237-241, 

243-268,334 
(See  also  specific  agencies) 

Federal  highway  program,  16,  262 

Federal  Housing  Administration 
(FHA),   13,   15,  64,   102, 
in,  136,  146,  161,  162,  165, 
166,  174-178,  194,  195,  201- 
206,  208,  209,  211,  213,  219, 
225,226,229,  230,233,  245, 
249,  258,  260,  262,  265,  267, 
271,  272,  285 
attitude  toward  disfranchised 

consumer,  69,  78 
changes,  suggested,  175,  176 


Federal  Housing  Administration 
(FHA),  and  housing  indus- 
try, 13,  258-260 
research,  264-266 
restrained  innovation,  135, 

136 

Section  220  program,  182,  194 
Section  221  program,  194,  195 
special-interest-group  supports, 

285 
Title  I,  home  improvement 

loans,   174-176,  1 8 1,   195, 

196 

Title  II,  225,  230 
and  Veterans  Administration, 

66,67,78,  102,  136,  161,  163, 

168,  171,  172,  235,  245,  248, 

249,  252,  259,  260,  267,  274, 

3i5 
FHA  direct  loans  to  nonprofit 

projects,  74 
FHA  insured  houses,  average 

market  price,  146 
FHA  mortgage  insurance  pro- 
gram, 74,  168,  171,  172,  224- 
226,  238 
impact,  on  interest  rates,  168, 

169 

on  secondary  mortgage  mar- 
ket, 172,  173 
purposes,  224 
use  by  financial  institutions, 

161-166 
FHA  rental  housing,  evaluation, 

202-205,  208-210 
Section  213  program,  211,  213 
Section  608  program,  201-203 

(See  also  "Windfall"  profits) 
Federal  housing  program,  history, 
220,  221,  228,  229,  239,  286, 
287 

table,  244 

Federal  National  Mortgage  Asso- 
ciation (FNMA),  172,  174, 
219,227,233-235 
countercyclical  uses,  248 
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Federal  National  Mortgage  Asso- 
ciation (FNMA),  direct  loan 
program,  169 
emergency  funds,  249 
fringe  purposes,  233 
holdings,  165 
role  in  new  approaches  to 

credit,  256 
Federal  Reserve  Board,  198,  237, 

250,  278 

Federal  Works  Agency,  278 
Federation  (see  Metropolitan 

areas) 

Fight  Blight  Fund,  Baltimore,  195 
Filtration  process,  9,  10,  41-45, 

312 

(See  also  Market) 
Fisher,  Ernest  M.,  260 
Fisher,  Howard,  1 39 
Fitler  Square  area,  Philadelphia, 

183,  184 
Foggy  Bottom,  Washington,  D.C., 

184-186 

Foote,  Nelson,  94 
Forbes,  Gerret,  292 
Foreclosures,  172,  222,  223,  225, 

255 

Fortune-ACTlON  study,  90-92 
Fuller,  Buckminster,  139 


Gadsden,  Alabama,  309 
General  or  comprehensive  plan, 

262,  296,  297,  307,  310 
(See  also  City  planning;  Hous- 
ing Act  of  1954;  Urban  re- 
newal program) 
General  contractors,  106,  107 
General  Electric  Company,  109 
General  Homes  Company,  1 39 
Geographic  differences  (see  Re- 
gional differences) 
Georgetown,  Washington,  D.C., 

183,  184 
Georgia,  295 
Ghettos,  Negro,  76-78 
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Goals  for  urban  renewal,  320,  331, 

337 

Goldsmith,  Raymond,  1 54 
Grebler,  Leo,  25,  34,  63,  199 
Grigsby,  William,  80,  81 
Grodzins,  Morton,  316-320 
Gropius,  Walter,  139,  140 
Gross  national  product,  23,  335 
(See  also  Economy,  national) 
Gutheim,  Frederick,  119,  120,  129 


Haar,  Charles  M.,  175,  234,  249, 

252 

Haber,  William,  119,  120,  121,  126 
Highways,  Federal,  16,  262 
Home  builders  (see  Builders) 
Home  Loan  Bank  Act,  222,  253, 

286 
Home  Loan  Bank  Board,  223,  258, 

259 

removed  from  HHFA,  236 
Home  Loan  Bank  System,  160, 

169,  285 
(See  also  Mortgage  funds, 

sources) 

Home  Owners  Loan  Act,  223 
Home  Owners  Loan  Corporation 

established,  223 
Homeowners,  34,  40,  56,  57,  85, 

90,  184,  198,  210,  315 
Homeownership,  26,  58,  75,  84,  85, 

93,  188,  210 
chart,  56 

Homes,  Inc.,  188,  189 
Hoover,  Herbert,  convened  con- 
ference, 221,  222 
executive  leadership,  286 
Hoover  Commission  recommen- 
dations for  FHA  and  VA, 
267 
Household    changes,    24,    27,    28, 

42 

Household  formation,  24,  27,  89 
charts,  52,  53 


Households,  40,  74 

charts,  52,  53 
Housing,  characteristics  of,  9-11, 

20-22,  39,  40,  86 
compared  with  automobile  in- 
dustry (see  Automobile  in- 
dustry) 

cost  (see  Consumer,  expendi- 
tures; Cost,  construction) 
inventory  of,  24,  33-36,  248 
locational  obsolescence,  39 
per  capita  value  of,  24,  63-65 
physical  condition,  36,  37 

(See  also  Neighborhood) 
requirements,  20,  29,  30,  32,  51, 

33i 

share  in  private  investment,  20 
stock  (see  Stock) 
supply  (see  Supply) 
types  (chart),  35 

apartments,  5,  82,  85,  91,  93, 
187,  188,  197,  199,  204- 
206,  212-216,  302 
cooperatives,  211-214 
row,  5,  86 

(See  also  Rehabilitation) 
single-family,  5,  6,  35,  85,  86, 

93.  3°2 
customer  preferences,  86, 

198,  215,  302 
obsolete,  187 
rental,  207,  215 
tenement,  220,  293,  294 
town,  5,  91,  215 
two-family,  35,  36,  85,  188, 

189,215 

Housing  Act(s)  of  1932-1958, 
policies  evaluated,  245-252 
Housing  Act  of  1934  (see  Nation- 
al Housing  Act  of  1934) 
Housing  Act  of  1937  (see  United 
States  Housing  Act  of  1937) 
Housing  Act  of  1949,  70,  230,  263, 

286,  303,  312 

debate  over,  15,  231,  272-279 
policy,  246,  252,  253 


Housing  Act  of  1949,  public 

housing  program,  231 
research  program,  231 
Title  I  program,  2  3 1 

(See  also  Federal  Housing 

Administration) 
urban  renewal  program,  303- 

305 
(See  also  Wagner-Ellender- 

Taft  bill) 
Housing  Act  of  1954,  college 

housing  program,  235 
comprehensive  workable  pro- 
gram, 232,  233,  306,  307 
concept,  of  urban  redevelop- 
ment, 232 

of  urban  renewal,  306 
criticism,  15,  262,  263 
FNMA  changes,  235 
Section  220,  203 
symbol  of  bipartisanship,  232, 

233 

Housing  Act  of  1961,  347-353 
Housing  and  Home  Finance 

Agency  (HHFA),  235,  263 
Administrator,  229,  267,  340 
Community  Facilities  Adminis- 
tration, 235,  236,  263 
lack  of  coordination  with  other 

programs,  266 
reorganization  after  1953,  235, 

236 

research,  340,  341 
Voluntary  Home  Mortgage 

Credit  Program,  235 
(See  also  Federal  Housing  Ad- 
ministration; Federal  Na- 
tional Mortgage  Associa- 
tion; Public  Housing  Ad- 
ministration; Urban  Re- 
newal Administration) 
Housing  industry  (see  Industry) 
Housing  market  (see  Market) 
Housing  program,  Federal,  his- 
tory (see  Federal  housing 
program) 
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Hughes  Court,  Washington,  D.C., 
184,  185 


Illinois,  232,  256,  279,  292,  309, 

316 

Income,  69 
of  aged,  73 
consumer,  30,  50-53 

table,  6 1 
family,  20,  35,  49,  53-56 

chart,  5 1 

median,  urban,  68,  74 
trends  in,  5 1 
Income-rent  relationship,  50-56, 

68,69 

(See  also  Consumer,  expendi- 
tures) 
Income  tax,  210,  214,  236 

Federal  policy,  236 
Indiana,  80 

Industries,  location  of,  7,  8 
Industry,  housing,  13,  14,  19,  29, 

100,  104,  105,  168,  245 
assembly  (see  Assembly) 
capital  investment,  41,  156- 

158,254 
countercyclical  use,  13,  153, 

242,  245-248 
fluctuations,  18,  20-22,  24-2^, 

101 
funds  for  mortgages,  159,  173, 

255.  256 

(See  also  Mortgage  funds, 
sources) 

impact  on  Federal  tax  poli- 
cies, 236 

impact  of  nonhousing  gov- 
ernment policies,  236,  237 

labor  force,  118-133 
(See  also  Unions) 

localism,  112,  113,119,120,149 

management,  90-101,  104-106, 
108,  109,  111-113,  136,  143. 
144,  1 80,  181 
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Industry,    housing,    rehabilitation 

(see  Rehabilitation) 
research  (see  Research) 
Inflation,  13,  14,  43,  44,  72,  200, 

237,  246,  247,  261 
Innovation,  135,  136,  148,  342 

table,  130 
Insurance  companies,  200 

(See  also  Life  insurance  com- 
panies) 

Interest  cost,  reduction  in,  2 10 
Interest  rates,  247 
International  Basic  Economy 

Corporation,  139 
Investment,  24,  199-201,  208 
mortgage  and  title  instruments, 

170,  174 
in  rental  housing,  199-202,  208, 

209 
requirements,  23,  24,  29,  156, 

330-337 
Isaacs,  Reginald  R.,  332,  333,  335, 

336 


Jewish  War  Veterans,  274 
Johns-Manville  Company,  109, 

J39 

Journey  to  work,  183,  187,  197 
Judicial  review,  267 


Kelly,  Burnham,  144,  145,  148 
Kennedy,  John  F.,  administration, 
16 


Labor,  99,  105,  113,  118-133,  207, 

243 

(See  also  AFL-CIO;  Unions) 
Labor-to-construction-cost  ratio, 

120 
Land  cost,  ratio  to  total  housing 

cost,  5,  29,  102 


Land  planning  and  development, 

4,  135,  146-148 
Lang,  John  F.,  106 
Leadership,  283,  285-287 
civic,  319,  327,  338 
in  housing  industry  (see  Man- 
agement, housing  industry) 
League  of  Women  Voters,  274, 

277 

Leisure,  7,  92,  95,  344 
Lenders,  170,  171,  226,  284 
(See  also  Mortgage  funds, 

sources) 

Level  payment  mortgage,  211 
Levinson,  Harold  M.,  119,  120, 

121,  126 
Levitt,  William  J.,  106,  107,  117, 

125,  139 

Levittown,  Pa.,  race  riot,  80 
Life  cycle,  40,  58,  82,  92-94 
Life  insurance  companies,  153, 

155,  161,  162,  167,  283 
as  mortgage  fund  sources,  161, 

162 

Lintner,  John,  258 
Loan-to-value  ratio,  226 
Local  government,  4,  6,  30,  325, 

329 
code  enforcement,  136,  263,  295, 

305,  306 

(See  also  Code  enforcement) 
multiplicity  in  metropolitan 

areas,  315,  316,  328 
table,  316 

partnership  role  with  Federal 
government  and  private  en- 
terprise, 261 
powers,  78,  79,   195,  294,   295, 

318,320,325,341 
real  property  tax  (see  Real 

property  tax) 
relation  to  housing  industry, 

101,  102,  in,  135 
suburbs,  320,  321,  328 
urban  renewal,  49,  70,  195, 
308,309,316,317,325 


Localism,  112,  113,  119,  120,  149, 

321,  327 
Location,  residential,  28,  57,  87- 

95 
Locational  obsolescence,  39 

(See  also  Environment;  Hous- 
ing, physical  condition; 
Neighborhood) 

Lone  Star  Cement  Company,  109 
Louisiana,  324 
Low-income  people,  problems  of 

assimilation,  309,  310 
(See  also  Consumer,  disfran- 
chised, low-income) 

Mackle  Brothers  Company,  106, 

125 

Maisel,  Sherman,  1 1 3 
Management,  in,  143-145,  195 
housing  industry,  99-101,  104- 
106,  108,  109,  111-113,  J3^» 
143,  144,  180,  181 
Market,  general,  8,  9 
housing,  5,  6,  21,  41,  67,  80,  81, 

312,341,343 
analysis,  313 
filtration  process,  9,  10, 42- 

45>3i2 
model,  8 
rehabilitation,  low-income, 

189-193 

middle-income,  181, 186-189 
prestige,  182-186 
rental  housing,  u,  13,  34,  36, 
37,38,58,66,69,71,75,77, 
83,84,  197-216,228,257 
submarkets,  41 
Maryland,  195,  232,  305,  308 
Massachusetts,  80,  183,  306 
Materials,  64,  65,  108,  109,  119, 

140-142 
table,  109 
Merchandising,  12,  113,  329,  342- 

344 

(See  also  Consumer,  prefer- 
ence) 
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Merton,  Robert  K.,  83,  84 
Metropolitan  areas,  314-320,  327, 

328 
governmental  solutions,  320, 

323-328 

growth,  263,  315 
planning,  317 

regulatory  devices  (see  Regula- 
tory devices) 
table,  316 
taxation,  318,  319 
Mexicans,  63,  300 
Michigan,  80 
Middle-income  housing,  210,  245, 

254-257 

(See  also  Filtration  process;  Re- 
habilitation; Rental  hous- 
ing) 
Migration,  28 

central  city,  7,  28,  92 
suburbs,  6,  16,  331 
(See  also  Mobility) 
Minnesota,  80 

Minorities  (see  Aged;  Consumer, 
disfranchised;  Mexicans;  Ne- 
groes; Orientals;  Puerto  Ri- 
cans) 

Minority  housing,  66-68,  81,  344 
Missouri,  192,  193,  320 
Mitchell-Lama  Limited-Profits 

Housing  Companies  Act,  307 
Mobile  homes,  70,  115,  116 
Mobility,  6,  82,  89,  90 

(See  also  Suburbs,  migration) 
Mortgage,  amortization  period 

(see  Amortization) 
conventional  (see  Conventional 

mortgage) 
foreclosures,  172,  222,  223,  225, 

255 

level  payment,  2 1 1 
open-ended,  170,  171 
second,  history,  172,  173 
(See  also  Secondary  mortgage 

market) 
Mortgage  bank,  central,  251 
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Mortgage  Bankers  Association  of 

America,  273,  275 
Mortgage  brokers,  no,  in,  158, 

162-165,  170 

Mortgage  corporation,  174 
Mortgage  credit  (see  Credit) 
Mortgage  debt,  residential,  154-   . 

156 

service  charge,  194,  199,  211,  228 
Mortgage  funds,  240 
sources,  commercial  banks,  162, 

163 

credit  companies,  166,  174 
charts,  154,  155 
tables,  156,  159 
Federal  agencies,  165 
individuals,  165 
life  insurance  companies,  161, 

162 

mortgage  bankers  and  bro- 
kers, 164,  165 

mortgage  corporations,  174 
mutual  savings  banks,  163,  164 
new  approaches,  255-257 
pension  funds,  173 
savings  and  loan  associations, 

160,  161 

stabilizing  flow  of  money,  167 
table,  159 
Mortgage  guarantee  on  old 

houses,  239 
Mortgage  guarantee  corporations 

before  1931,  221 
Mortgage  insurance  (see  FHA 
mortgage  insurance  program; 
Veterans  Administration) 
Mortgage  servicing,  162,  163,  226 
Mortgage  and  title  instruments, 

170,  174 

Mortgage  warehousing,  167 
Municipalities  (see  Local  govern- 
ment) 

Mutual  savings  banks  as  mortgage 
fund  sources,  163,  164 

Nash,  William,  182,  184,  193 


National  Association  for  the  Ad- 
vancement of  Colored  Peo- 
ple, 274 
National  Association  of  Home 

Builders,  127,  133,  137 
attitude  toward  minority  hous- 
ing. 77 

membership  analysis,  105 
role  in  Housing  Act  of  1949, 

273.274 

National  Association  of  Housing 
Officials   (now  National  As- 
sociation of  Housing  and  Re- 
development Officials),  273, 
276 

National  Association  of  Mutual 
Savings  Banks,  275 

National  Association  of  Real  Es- 
tate Boards,  72,  273,  274,  281 

National  Catholic  Welfare  Con- 
ference, 277 

National  Housing  Conference, 
^273,  276 

National  Homes,  115,  117,  144 

National  Housing  Act  of  1934, 

224 

established  FHA,  224 
established  FNMA,  227 
policy,  224,  252,  253 

National  Housing  Agency  (now 
HHFA),  229 

National  Industrial  Recovery  Act, 

.227 
National  Joint  Board,  1 3 1 

National  Lead  Company,  109 
National  Retail  Lumber  Dealers 

Association,  273 

Negroes,  5,  37,  66-68,  74-79,  80, 
81,  192,  300,  310,  320,  321,  344 
(See  also  Consumer,  disfran- 
chised) 

Neighborhood,  3,  6,  7,  9,  39,  88, 
95,  195,  196,  199,  215,  337,  344 
(See  also  Environment;  Loca- 
tional  obsolescence;  Re- 
habilitation) 


New  Jersey,  80,  3 1 3 

New  Orleans,  324 

New  York  Association  of  Savings 

Banks,  176 
New  York  City,  90,  212,  292,  293, 

316 

New  York  City  Housing  Au- 
thority, 1 20 

New  York  State,  70,  80,  256,  299 
Mitchell-Lama  Limited-Profits 
Housing  Companies  Act, 

307 

Mortgage  Facilities  Corpora- 
tion, 175 

New  York  Temporary  State 
Housing  Rent  Commission, 
181,  182 
Newark,  313 
North  Carolina,  191,  192 


Obsolescence,  6,  9,  10,  13,  36,  39, 

43,  187,  188,  198,  242 
(See  also  Depreciation) 

Ohio,  320,  321 

Open-end  mortgage,  170,  171,  181 

Oregon,  80 

Orientals,  300 

Owner  (see  Homeowner;  Home- 
ownership) 


Pennsylvania,  80,  81,  90,  137,  183, 

184,   190,   191,  232,  295,  302, 

308,316,324 

Pension  funds,  153,  173,  208 
Performance  standards,   131,  136, 

141,  142,  146 
Philadelphia,  80,  81,  90,  183,  184, 

190,  191,  232,  295,  302,  308, 

3l6>  324 

Philanthropic  housing,  293 
Pittsburgh,  137 
Pittsburgh  Plate  Glass  Company, 

109 
Plaster  gun,  145 
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Plastics,  129,  140,141 

(See  also  Sandwich  panels) 
Plextone,  139 
Plumbing  codes,  293,  294 

(See  also  Regulatory  devices) 
Plymouth,  Massachusetts,  306 
Police  power,  294,  295 

(See  also  Local  government, 

powers) 
Policy,  Federal,  credit  restriction, 

167 

debate,  243 
dispute  over  distribution  of 

benefits,  271,  272 
highways,  impact  on  cities, 

23? 
housing,  aids  in  rebuilding 

cities,  263,  264 
change,  14,  15,  135,  341-343 
coordination,  266 
countercyclical  uses,  247, 

250 

definition,  219,  220 
diversity  and  experiment  in 

housing  and  renewal, 

34J-343 
evaluation,  12,  13,  239,  243, 

245,  249,  258,  259,  261, 

270 

influence,  257 
new  construction  volume, 

253 

overprotectiveness  to  hous- 
ing industry,  258-260, 

343,  344 . 

programming  for  housing 
and  renewal  activities, 

337-340 

resources  for  urban  invest- 
ment, 330-337 

housing  acts,  1932-1958,  eval- 
uation, 245-252 
income,  236 
nonhousing,  236,  237 
stabilization,  13,  31,  167,  210, 
239,  243-252,  336 
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Policy,  Federal,  tax,  236 
local  government,  312,  315 
national  fiscal  and  monetary, 

f37 

public,  evaluation,  284,  342,  343 

special-interest  groups,  284,  285 

Population  growth,  24,  27-29,  311, 

3H 

(See  also  Birth  rate;  Demo- 
graphic change;  Density) 
Prefabrication,   113-115,   126-128, 

134,  144 

(See  also  Assembly) 
President's  Conference  on  Home 
Building  and  Home  Owner- 
ship, 221 
President's  Council  of  Economic 

Advisers,  250 

Pressure  groups  (see  Special- 
interest  groups) 
Privacy,  7 
Producers,  8,  9,  14,  16,  17,  45,  83, 

84,  115,329 
(See  also  Builders) 
Producers  Council,  281 
Public  housing,  231,  298,  300 
eligibility  for  (see  Eligibility 

for  public  housing) 
significance,  70,  78,  79 
(See  also  Housing  Act  of  1949) 
Public  Housing  Administration 

(PHA),  228,  277 
Public  housing  authority,  280,  299, 

300,  302 

Public  housing  program,  changes, 

301,  302 

scattered-site  program,  302 
single^family  housing,  302 
tenant  selection,  67,  68,  70,  73, 

74,  79,  300-302 
Public  interest,  220,  232,  248,  280, 

282,  287 
(See  also  Special-interest 

groups) 

Public  Works  Administration,  227 
Puerto  Ricans,  68,  300 


Race  (see  Antisegregation  laws; 

Consumer,  disfranchised; 

Mexicans;  Negroes;  Orien- 

tals; Puerto  Ricans) 
Rapkin,  Chester,  80,  8  1,  260 
Rationalization,  100,  137 
in  building,  117 
in  housing  industry,  115,  116, 

129,  131,  135-137,  148 
Real  estate  brokers,  76,  77,  100, 

102,  no,  in,  303 
Real  property  inventory,  24,  33- 

36,  248,  313 
Real  property  tax,  5,  19,  198,  199, 

205,  210,236,  237,  318,  322, 

343. 
Recreation  (see  Community  facil- 

ities) 
Regional  differences,  in  amount 

spent  on  housing,  57 
in  annexation,  323 
in  builders,  106 
in  construction  costs,  254 
in  construction  industry,  24, 


,      . 
in  discrimination,  77-79 

in  housing  conditions  and 

equipment,  36,  37 
in  migration,  68 
in  mortgage  credit,  240,  241 
in  population,  64 
in  support  for  housing  legisla- 

tion, 287 
Regulatory  devices,  building 

codes,  293,  294 
inflexible,  118,  130,  131,  135, 

136,  142,  293 

code  standards  raised,  295 
electrical  codes,  293,  294 
housing  codes  and  enforcement 

(see  Code  enforcement) 
lack  of  coordination  among 

agencies,  179,  305,  306 
linked  with  rehabilitation,  72, 

73»  J9o 
metropolitan  areas,  3  1  8 


Regulatory  devices,  parallel 

growth  to  city  planning,  296 
plumbing  codes,  293,  294 
police  power,  294,  295 
purposes,  294 

restriction  on  rental  housing,  2  09 
subdivision  codes,  146,  294,  306, 

3i7,3i8 

zoning,  6,  15,  146,  185,  221,  293, 

294,  306,  314,  317,  318,  327 

Rehabilitation,  financing,  193-196 

(See  also  Mortgage  funds) 
linked  with  code  enforcement, 

72,  73,  J9<> 

market,  low-income,  189-193 
middle-income,  181,  186-189 
(See  also  Middle-income 

housing) 
prestige,  182-186 
remodelers,  181,  182,  188 
training  school,  195 
Relocation,  309-3 1 2 

(See  also  Urban  renewal) 
Rent,  median,  37 
and  value,  37,  38 

chart,  38 
Rent  certificates,  71,  72 

(See  also  Rent  subsidy) 
Rent  control,  200,  246 
Rent  schedules,  204 
Rent  subsidy,  67,  71,  72,  228,  342 
Rental  housing,  209,  211,  214 
decline,  198 
demand,  206,  207 
equity,  211,212 
investor,  199-202,  208,  209 
market  (see  Market,  housing) 
mortgage  funds,  208-2 1 1 
(See  also  Mortgage  funds, 

sources) 

single-family,  207,  215 
tax,  210 

urban  renewal,  215 
vacancy  rates,  201 
World  War  II  impact,  200,  201 
(See  also  FHA  rental  housing) 
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Renters  (see  Consumer,  renters) 

Renting  and  owning,  relative  cost 
of,  210 

Replacement  demand,  29,  30 

Research,  12,  84,  109,  133,  245, 
264-266,  330,  340-342 

Rhode  Island,  80 

Richmond,  California,  309 

Risk,  13,  14,  171, 181,  199,  201,  202, 
203,  205,  208,  226,  230,  255, 
257-261 

Rittenhouse  Square,  Philadelphia, 
183,  184 

Robie  house,  138 

Rockefeller  Brothers  Fund  re- 
port, 332,  335 

Roosevelt,  Franklin  D.,  222,  286 

Row  houses,  5,  86,  302 


St.  Louis,  192,  193,  320 

San  Francisco,  1 1 3 

Sandwich  panels,  140-143 

Savannah,  Georgia,  295 

Savings  and  loan  associations,  102, 

195,  224,  258 

sources  of  mortgage  funds,  160, 
161 

Scandinavia,  71,  255,  256 

Schools  (see  Community  facil- 
ities) 

Schussheim,  Morton,  181,  182 

Secondary  mortgage  market,  165, 
169,  172-174,219,227,233- 
235,  248,  249,  251,  253,  256, 
272 

Section  213  program,  211,  213 

Section  220  program,  182,  194 

Section  221  program,  194,  195 

Section  608  program,  201-203 

Segregation,  15,74-81 
laws  against,  67,  78-80 

Settlement  houses,  292 

Shattuck,  Lemuel,  292 

Single-family  housing  (see  Hous- 
ing, types,  single-family) 
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Slum  clearance,  15,  1 6,  78,  227, 
228,  231,  232,  243,  292,296, 
298-309,  338,  339 
Smith,  Adam,  9 
Snow's  Court,  Washington,  D.C., 

184,  185 

Special  authorities,  297-299,  324 
(See  also  Metropolitan  areas) 
Special-interest  groups,  leader- 
ship, 283,  284 
policy  decisions,  284 
shift  in  motivation,  280-284 
support  for  Federal  agencies, 

285 
Speculation,  change  from  planned 

city,  295 

developers,  2 1 1-2 1 3 
profit  under  Section  608,  201 
(See  also  FHA  rental  housing) 
Stabilization,  building  cycle, 

243 

construction,  242,  252 
economic,  13,  14,  30,  31,  239, 

242-254,  336 
housing  supply,  131 
mortgage  funds,  167 
national  housing  policy,  13,  31, 

167,  210,  239 
Standards,  87,  181,  204,  209,  225, 

252,  295,  314,  318 
for  rehabilitation,  179 
(See  also  Regulatory  devices; 

Rehabilitation) 
Starts,  housing,  18-24,  33-35,41, 

43,63,  198 

charts,  23,  25,  34,238 
Stock,  housing,  10,  26,  29,  30,  32, 
33,  36,  39,  41,  64,  81,  89,  178, 
179,  248,  251,  302 
(See  also  Supply,  housing) 
Study  of  Consumer  Expenditures, 

53-60,  63,  64 
Subcontractors,  102-104,  107-109, 

124,^125 

Subdivision  regulations 
(see  Regulatory  devices) 


Suburbs,  19,  28,  32,  35,  37,  87,  272, 

307,315,321,322,334 
benefits  for  children,  87 
finance,  57,  263,  326 
government,  320,  321,  328 
migration,  6,  16,  331 

(See  also  Migration) 
politics,  321,  322,  326 
(See  also  Environment;  Neigh- 
borhood) 

Supply,  housing,  10,  16,  21,  26,  29, 
30,32,33,41,49,72,75,78, 
81,  89,  101,  180,  238,  239 
filtration  process,  9,  10,  42-45, 

312 
issues  to  be  evaluated,  246, 

247 

overcrowded,  40 
(See   also  Rehabilitation; 

Stock,  housing) 

Supreme  Court  prohibition  of  re- 
strictive covenants,  78,  79 
Suspension  Steel  Company,  139 
Syndicates,  107 


Taft,  Robert  A.,  232,  277 

Taf t-Hartley  Act,  1 3 1 

Taste,  consumer  (see  Consumer, 

demand) 
Tax  exemption,  local  government, 

221,  228 

in  rental  housing,  2 10 
Tax  policies,  Federal,  236 
metropolitan  areas,  318,  319 
(See  also  Real  property  tax) 
Tax  rates,  5,  6,  205 
Technology  (see  Innovation;  Ra- 
tionalization) 
Temporary  National  Economic 

Committee,  135 
Tenants,  13,  40,  81,  84,  85,  87-89, 

197,  201,  208,  212 
(See  also  Rental  housing;  Ten- 
ure) 
Tenement  housing,  220,  293,  294 


Tenement  laws  (see  Regulatory 
devices) 

Tenure,  13,  8 1,  84,  87-89,  183,  197, 

214-216 
chart,  60 

preference,  84,  87-89 
(See  also  Consumer,  renters; 
Homeownership ) 

Title  insurance,  170 

Title  I  (see  FHA;  Housing  Act 
of  1949) 

Title  II,  225,  230 

Toronto,  323,  324 

Torrens  system,  170 

Town  houses,  5,  91,  215 

Trailer  industry,  70,  115,  116 

Transportation  (see  Federal  high- 
way program;  Journey  to 
work) 

Truman,  Harry  S.,  286 

Twentieth  Century  Fund,  39,  95 

Two-family  houses,  35,  36,  85, 
188,  189,  215 


Unamortized  loan,  255 

Undoubling,  10 

(See  also  Doubling  up) 

Unions,  118,  127,  128,  273,  276, 

283 
(See  also  AFL-CIO;  Labor) 

United  Housing  Foundation,  214 

United  States  Chamber  of  Com- 
merce, 273,  275 

United  States  Commission  on 
Civil  Rights,  80 

United  States  Conference  of 
Mayors,  274,  276 

United  States  Housing  Act,  253 

United  States  Housing  Act  of 

1937,  70 
goals,  227 
public  housing  purposes,  298 

United  States  Housing  Corpora- 
tion, 220 
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United  States  Savings  and  Loan 

League,  273-275 
United  States  Steel  Corporation, 

109 
Urban  county  (see  Metropolitan 

area) 

Urban  Land  Institute,  281 
Urban  League,  274 
Urban  redevelopment  organiza- 
tion, following  pattern  of 
public  housing,  303,  304 
Urban  redevelopment  program 
authorized  by  Housing  Act 
of  1949,  303,  304 
(See  also  Urban  renewal) 
Urban  renewal,  215,  306-308 
consequences  for  municipal  or- 
ganization, 307-310 
evaluation,  309 
goals,  331,  337 
in  Housing  Act  of  1954,  232* 

306,307 

intensified  racial  segregation,  78 
research,  340,  341 
tables,  333,  334 
Urban  Renewal  Administration, 

266 
Urban  renewal  program,  filtration 

process,  3 1 2 
real  property  inventory,  312, 

3*3 

relocation  problems,  309-3 1 2 
tool  for  carrying  out  city  plan, 

310,337 
(See  also  Housing  Act  of  1949; 

Rehabilitation) 
Urban  renewal  programming, 

338,  339 
Urbanization  (see  Central  city; 

Suburbs) 
Utilities,  20,  57,  99,  101,  107,  114, 

204 


Vacancies,  190,  201,  209,  328,  331 
Vacancy  ratio,  187,  199,  201 
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Veterans,  benefits  to,  260 
Veterans  Administration  (VA), 

229,  230,  256,  259 
attitude  towards  disfranchised 

consumer,  78 
direct  lending  program,  169, 

248 

and  FHA  programs,  66,  67,  78, 

102,  136,  161,  163,  168,  171, 

172,  235,  245,  248,  249,  252, 

259,  260,  267,  274,  315 

GI  loan  program,  229,  230,  257, 

259 
mortgage  insurance  program, 

67,  163,  168,  169,  171,  172, 

229 

FHA  duplication,  267 
overprotects  housing  industry, 

258-260 

restrained  innovation,  1 36 
special-interest  groups  support, 

285 
Veterans  of  Foreign  Wars,  273 


Wagner-Ellender-Taft  bill,  230, 

273,  275,  277,  283,  284 
(See  also  Housing  Act  of  1949) 


Warehousing  of  mortgages,  167 
Washington,  80 

Washington,  D.C.,  183-186,  295 
Welfare  agencies,  71,  72 
Weyerhaeuser  Company,  109 
Whyte,  William  H.,  91,  92 
"Windfall"  profits,  72,  201,  206 
Winnick,  Louis,  25,  34,  50,  64, 

202,  203,  205 
Wisconsin,  80 
Workable  program  (see  Housing 

Act  of  1954) 
World  War  I  impact,  on  Federal 

housing  program,  220 
on  per  capita  value  of  housing, 

63 
World  War  II  impact,  on  Federal 

community  facilities,  229 
on  Federal  housing  program,  2  29 
on  housing  industry,  63,  101 
on  rental  housing,  200 
on  veterans'  program  of  home 
mortgage  insurance  guar- 
antees, 229 
Wright,  Frank  Lloyd,  139 


Zoning  (see  Regulatory  devices) 
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